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INTRODUCTION 





The following study of the Export-Import Bank loan to Afghanistan 
has been presented to the committee as an analysis of procedures and 
considerations involved in a long-term development-type loan. 

We are indebted to Peter G. Franck, economic consultant and 
adjunct professor of international economics of the American Uni- 
versity, for this contribution. 


Homer E. Capreuart. 
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OBTAINING FINANCIAL AID FOR A DEVELOPMENT 
PLAN 


The Export-Import Bank of Washington Loan to Afghanistan 


By Peter G. Franck, Economic Consultant and Adjunct Professor in International 
Economics, American University 

{In preparing this study the author had access to unclassified records of the Export-Import Bank of 

Washington and the files of the Morrison-Knudsen Co. In addition, the author acquired data and impres- 

sions while serving as adviser to the Afghan Minister of National Economy, 1948-50. All facts pertaining 

to the loan have been drawn from these sources unless otherwise indicated. Special acknowledgement is 


due to the officers of the Export-Import Bank and to the staff of the Washington office of Morrison- 
Knudsen Co. for their generous counsel.] 


I. AFGHANISTAN’sS Economic IMPASSE AND Its WASHINGTON MISSION 


Obstacles to progress 

A landlocked plateau crisscrossed by mountain ranges, Afghanistan 
has long suffered from extremes: desert plains watered by irregularly 
flowing streams, narrow river valleys rich with intensively irrigated 
crops, rigorous winters in the high mountains, hot dry summers in the 
deserts and steppes. Most of the soils hold neither the brief and 
scattered rain nor the rapid snow thaws, so that cultivation has lagged, 
holding food and feed crops to subsistence levels and necessitating 
food imports in drought years. Industrial activity has been hampered 
by small markets, a lack of cheap and rapid transportation facilities, 
and not enough managers. Furthermore 
* * * physical and economic resources, including her productive manpower, were 
sacrificed in a long series of foreign wars and internal strife, to obtain and protect 
her national independence and a stable central government.! 

Large funds and efforts spent on public works and industrial projects 
between the two World Wars could have made a greater improvement 
in the standard of living (as Afghan officials realized), had it not been 
for the incompetence of some government officials, the indifference of 
the royal family and leading private citizens to the people’s economic 
welfare, and the inefficiency or lack of foresight on the part of foreign 
engineers and contractors—German, Italian, Czechoslovakian, and 
Japanese. Furthermore, there was little recognition of the inter- 
relation of individual projects and the need for educational and 
economic preparation. The country was dotted with unfinished or 
crumbling dams, canals, and other public works. 

The experience of World War Il—adverse terms of trade, severe 
inflation, interruption of consumer goods imports—provided the 
stimulus for an intensified economic development effort in which the 
business groups and the Government joined hands. An ambitious 
road and irrigation construction contract with an American firm in 
1946 signaled the beginning of a new wave of large-scale investments 
by the Government. All were to be financed from accumulated 
exchange reserves and the current favorable trade balance. 

1 Afghanistan’s Economic Development Plan and Her Current Difficulties, prepared by the Minister of 
National Economy, Washington, February 1949. (Hereafter referred to as Economie Report.) 
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In 1947 a erisis ir Afghanistan’s international economic position 
developed, caused at least in part by 2 years of inadequate rainfall. 
Cotton production for export was eliminated and fruit exports halved. 
Seventeen thousand tons of American wheat had to be imported. 
Interruptions of trade across Pakistan cut to 52,000 the number of 
karakul lambskins (the leading dollar-earning export) arriving in 
New York in 1947, compared with 3,332,000 in 1946. Their average 
price dropped to the lowest level since 1943. 

In 1947 the overall trade surplus dwindled to about $4 million from 
$12 million in 1943 and $18 million in 1944.2. The deficit in trade 
with the United States in 1947 was $3.8 million as contrasted with 
surpluses ranging from $20 to $30 million in each of the years 1944, 
1945, and 1946. Moreover, in 1947, $7.5 million had to be paid out 
for construction work by an American firm in the 2 years ending 
March 1948. Afghanistan’s current international obligations ex- 
ceeded income by $14.9 million, forcing a corresponding reduction 
in the foreign exchange reserves of the state bank (Da Afghanistan 
Bank) and the commercial bank (Bank-e-Millie). By the fall o1 1948, 
the Government reported, the Afghan people had started paying the 
foreign bills with their health, clothing, and shelter. Unwilling to 
interrupt its development projects, the Government found itself 
pressed to locate outside help. 


Development plans and prcjects, 1946-48 

The Government’s recognition of the need for major economic and 
social development projects erew not only out of the widening gap 
between international obligations and income, but also out of 
the aspirations of millions of underemployed, improverished people. 
The Minister of National Economy pointed out that 


after years of strain and sacrifice, the political fabric of this peace-loving 
nation is threatened. If no means can be found to deliver her from her economie 
plight, peace and stability and the cause of democracy in Afghanistan will suffer 
a severe setback . 3 9 


The 1946 contract with the Morrison-Knudson Co., Inc., of Boise, 
Idaho (hereafter referred to as M—K) for 3 road projects and 5 dams 
and several irrigation projects had given the country a large and 
efficient supply and service organization, but construction work was 
slowed to a snail’s pace by strikes in the United States and transit 
delays in Pakistan. By June 1948 a third of the scheduled tasks had 
been completed, at a cost of $11 million, $4 million of which had gone 
for work camps and equipment. Much money had gone into standby 
operations, and the Government had to pay the overhead expense of 
unfinished jobs. M-K’s work appeared slow and expensive to the 
Afghans but an important part of the delay was due to the Afghan 
Government itself. The Government’s plans and cost estimates 
turned out to be insufficiently detailed to permit construction accord- 
ing to the original schedule and officials remained uncertain about 
overall development plans of which M-K projects were an integral 
part. 

Meanwhile, the Minister of National Kconomy, Abdul Madjid 
Khan, with a cabinet committee, had worked on a 12-year plan cover- 
ing industry, mining, oil, education, health, and public works, to cost 





2 Based on returns filed with Afghan customs Trade and financial transactions carried on by the tribes 
wount for perhaps one-third of all trade, are not recorded 


Economie Report, p. 1 
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$450 million, $100 million of which was to be borrowed abroad. 
Along with new technology, the United States was expected to 
supply the financing. But this plan, informally presented to the 
Export-Import Bank of Washington (hereafter referred to as the 
bank) and private American banks, was coolly received since details 
were lacking and the allocation of 15 percent annually of the estimated 
gross national product for development seemed too ambitious. Under 
Minister Madjid’s direction another government planning committee 
developed a 6-year plan, excluding health and education, to cost 
between $95 and $100 million ($70 to $75 in dollars). It was hoped 
that $50 to $55 million could be borrowed from the United States, 
the rest of the dollars to come from the country’s accumulated ex- 
change reserves. Surveys and cost estimates were available for half 
the projects. When late in the summer of 1948 this plan was brought 
to the United States by Minister Madjid he was advised by United 
States Government officials first to prepare an analysis of his country’s 
economic difficulties and then to present the case for a bank loan. 

Meanwhile, M—K hoped that with supplies coming in regularly it 
could concentrate on a few worthwhile public work projects. Appar- 
ently, only by getting under way with a 5 to 7 million dollar annual 
construction volume for 3 to 4 vears could M~—K’s large, expensive 
organization be made to pay for itself. At stake were the reputations 
not only of M—K as a firm but also of American engineering generally. 
Accordingly M-—K’s program, drawn up in cooperation with the 
Minister of Public Works, Mohammed Ludin, in December 1948, 
called for new expenditures over 6 years of about $24 million on 
building or reconditioning 7 storage dams and related irrigation 
structures and of $2 million on surveys of roadbuilding and reclama- 
Lion \ dollar outlaw of $20 million was anticipated This program, 
lower in annual volume than what M-—K’s capacity in Afghanistan 
could handle, took account of the limited financial resources of the 
country, but it did not allow for industrial projects. 

Minister Madjid’s mission to Washington in the fall of 1948 faced 
a double task: Out of the plethora of plans it was to submit to the 
United States Government one which might most quickly lead to a 
loan. At the same time, the plan approved by the United States 
would have to satisfy the industrial interests of the Minister without 
cutting too much into the funds available for M—K projects. Without 
a United States loan there could be no authorization for these projects, 
and without the authorization M—K would be unable to make good 
on the past investments. 

Con position of the mission to Washi gt ? 

Ilead of the mission was Abdul Madjid, Minister of National Econ- 
omy since 1939, and probably Afghanistan’s strongest leader in 
economic policy and private investment. With the help of the 
Government he established the first bank (Bank-e-Millie). In 
cooperation with many other wealthy traders and members of the 
roval family he extended the bank’s interests into many lines of 
industry and trade, both national and international. Most important 
from the point of view of the hoped-for dollar loan, he controlled the 
exclusive export outlet for the dollar-earning karakul skins. Support- 
ing the Government’s postwar economic development program, his 
ministry had also assumed control over the Ministries of Public 
Works, Mines, and Transportation. 
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As a matter of political expediency, Minister Madjid had recog- 
nized the need for allying himself not only with the royal family but 
also with the intelligentsia. His assistant minister and right-hand 
man on the mission was Abdul Hai Aziz, one of Afghanistan’s most 
able economists. Steeped in the Muslim tradition, his advanced 
education in France and Italy had made him a fervent believer in 
social progress as the major avenue to the political and economic 
emancipation of his country. Conscious of the need for the uneasy 
alliance with the business interests, he frequently found it difficult to 
distinguish between policies primarily advancing the public interest 
and those serving the private interests of Minister Madjid. 

Other mission aides included the German-trained president of the 
Afghan Textile Co., Amir-ud-Din; another German-trained business- 
man, subsequently responsible for the restoration of the Afghan- 
German trade, Dr. Abdul Rauf,‘ a practical diplomat and a quick 
maker of decisions; and officers of the Afghan-American Trading Co.. 
particularly its Hindu manager, Hokom Tschand, who later became 
vice president of Bank-e-Millie. 

The MISsion’s motivation 

Mission members were convinced that, to accelerate the essential 
economic improvement and social reform, the Government had to 
assume greater responsibility in the economic domain. It also had to 
encourage greater participation by the leading social groups—too long 
complacent, conservative, and privileged in their isolation from the 


troubles of the average Afghan.’ Economic changes enforced in 
Soviet territories adjacent to Afghanistan encouraged unfavorable 
comparison with slow economic progress inside the country. Lack of 


popular confidence in the country’s economic leade ship could also 
undermine the Government’s controversial stand vis-a-vis Pakistan on 
control over the irredenta Afghans in the Northwest Frontier Province 
and vis-a-vis Iran on control of the Helmand River waters.  Ac- 
celerated economic development might build up that confidence. 

The example of Turkey was always present in the minds of mission 
members. Its internal problems had been similar. More than once 
the wish was expressed that Afghanistan had an Ataturk to straighten 
out and run its national affairs.6 On a practical level Turkey’s 
economic achievements were of interest, particularly its balancing of 
agricultural means of livelihood with industrial enterprises and 1 
channeling of American aid for that purpose. Actually, the concept 
of a government investment plan, allocating money and resources to 
specific uses over a period of years, had been introduced into the 
Middle East by Turkey. 

The Ame rican advise r 

The mission needed a specialist in international economics and 
finance, “knowing the ropes” of United States Federal bureaucracy 
but, to avoid a possible conflict of interests, not recently in the 
Federal Government. He would have to train himself on the job 
and adjust his views to his employers’ cultural and political objectives. 

4 Dr. Rauf was appointed Minister of National Economy late in 1953 

’ Minister Madjid had already accorded Bank-e-Millie and textile-mill employees benefits like disability 
insurance, company housing, and wages Sealed to living costs. But such benefits were not general enough 

® Ruling from 1918 to 1929 Afghanistan’s King Amanullah had tried to emulate Ataturk’s drastic reforms, 
But his failure to unite a strong and satisfied army behind him, his excessive favoritism, his lack of political 


skill, and the age-old isolation of the Afghan people from western ways brought his downfall in the face of 
strong opposition by the mullahs (village priests 
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The man the first assistant minister appointed (hereafter referred 

as the adviser), had served as adviser to the Afghan delegation at 
the United Nations Conference on Trade and Employment at Habana 
(1947-48). The contract signed on November 6, 1948, stipulated 
that the adviser would edit and supplement reports originating with 
the mission, provide economic analysis, and discharge related assign- 
ments. Much of his ac tivity turned out to be teaching—creating in 
officials averse to long-term commitments a receptivity for economic 
planning and a confidence in the Government from which they sought 
financial assistance. 

The obstacles the adviser faced were also stimulating challenges 
The language barrier was not the most difficult since the adviser spoke 
English, French, or German with the individual members. His lack 
of Afghan-Persian was a handicap only when the group tried to inter- 
pret more abstract concepts like free enterprise or social security and 
other terms whose precise meaning depended on the cultural context 
in which they originated. A more serious handicap in establishing 
smooth working rel: ationships between the adviser and the mission was 
the lack of conformity in mental habits and propensities. It was 
impossible to apply or adapt the general principles of acculturation 
since so many were primarily related to contacts with primitive 


people. The only practical way of approaching this group of hybrid 
intellectuals, ambitious businessmen, and enlightened Government 
officials was to deal with them as coequals. With little cultural 


caution but a large dose of tolerance for Afgehs an idiosyners Uses, includ- 
ing extreme sensitivity in matters of national sovereignty, the adviser 
eventually developed frank and cordial working relationships. 

A major challenge for the adviser lay in defining United States 
policy and the adviser’s relationship to the group. The Afghans 
expected him to rationalize, although not necessarily to justify, the 
objectives and methods of American foreign policy, especially in the 
Middle East and the periphery of the Soviet Union. Even for this 
friendly group it was virtually impossible to reduce the multifaceted 
policies of the United States in one region to a theme more specific 
than peace and friendship. The adviser would have needed longer 
and more intimate association with the Afghans to make the coexist- 
ence of several apparently conflicting United States policies under- 
standable to people looking at the world from such a different vantage 
point. 

Although the adviser’s service to the Afghan Government was 

generally in line with the United States Government’s interest in 
helping underdeveloped countries, he made clear that 
* * * however enthusiastically I applaud the President’s recent statements on 
* * * underdeveloped countries and welcome an American Government program 
which will assist Afghanistan and its neighbors, I am interested in continuing my 
work with you as a citizen of the world and not in any way as an arm of the 
American Government.’ 
Thus he did not have to conform with the diplomatic niceties governing 
relations between official representatives, nor to define and defend 
American national interests as they related to Afghanistan, nor to 
confine his work to the framework of those interests. Independence 
from official American policy permitted him freedom of inquiry and 
judgment. 


? Letter from adviser to Minister of National Economy, February 2, 1949. 
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The assignment provided the adviser with an unexpected oppor- 
tunity to test and to apply rapidly increasing theories of economie 
development, and at the same time plan socially effective action 
To make old soil productive again, to employ partly idle men and 
resources, a workable development plan had to be formulated and the 
United States Government won over to helping finance it The 
adviser’s eagerness, perhaps overeagerness, to come to grips with the 
intricacies of the situation, occasionally led to incidents, but it eventu 
ally earned him the sympathetic cooperation of the mission 


II. RevamMpIne THE AFGHAN DEVELOPMENT PLAN 


The trend of events in Washington up to the fall of 1948 provid da 

generally favorable atmosphere for long-term foreign investment plans 
: ; as rn | { f 

requiring United States financial support he establishment of the 


Economic Cooperation Administration (ECA) seemed to many foreign 
governments to promise dollars for development programs, howeve! 


indirect their potential contribution to Europe’s recovery The 
Afghan mission was particularly impressed by ‘Turkey’s success in 
becoming eligible for ECA aid and in becoming a member of the 
Oreanization for Kuropeat Economic Cooperation Like Turkey 


\fghanistan had been supplying prewar Europe with agricultural raw 
materials in exchange for manufactured consumer and investment 
coods Moreoever, the Afghans likened thetr situation to that of 
Kuropean countries in that rates of capital replacement were ‘too low 
to permit expansion of industrial and agricultural production,” and 


that savings from current income were too meager because the stand 


ard of living was already so low. Like the French and English, the 
Afghans needed to increase real investment in more and better produc 
tive facilities and, like all European countries, they felt they did not 
have sufficient domestic resources for investments large enough to 
make a dent in the underemployment of their resources 

The developing pattern of aid to underdeveloped countries was 
reflected in President Truman’s 1948 request to Congress for an in 
crease ian the Export-Import Bank’s lending authority from $3.5 
billion to $4.0 billion, the new funds to be earmarked for undet 
developed counties. It was hoped that “well-planned deve lopmen! 
projects * * * economically justified’? could be financed from these 
new funds. Although Congress failed to act on this proposal until 
October 3, 1951, a new philosophy appeared to influence the bank’s 
polices 10 lending Lo underdeveloped countries 

B if the United States Government was not prepared to jump to 
action with a mere application for aid to the Export-Import Bank 
In October 1948, when the Afghan mission made its first coutact with 
the bank, the country, though strategically located, had not yet found 
1s place on the checkerboard of the East-West struggle, nor were its 
resources essential to the United States Nevertheless, the State 
Department, whose representative was an ex officio member of the 
hbank’s board, recognized the political need for support of the unstable 
Afghan economy in general and of the work of the American con- 
tractor in particular. In the face of the debacle in China, the Afghans 


Economie R 


A Cour ) nal Monetary i nancial Problems, Report of Activities * * * to 
M MR (W . yn 1948 
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did not have to play up to the United States’ interest im the economic 
viability of a neighbor of the Soviet Union. No political pledges 
were offered, nor were any demanded. 


The need for data 


But it was necessary to create an appreciation of the need for eco- 
nomic cooperation and the soundness of it. The Afghan mission had 
to spend 3 months talking with bank and State Department officials 
and writing a 115,000 word economic report before getting a sym- 
pathetic ear. 

Initially noncommittal (the Afghans called it cold), the bank made 
clear that (1) it was unwilling a priori to risk a loan to a little known 
country for a repayment period of more than 12 vears, (2) it would 
hesitate to support a long-term program and woul d prefer to considet 
individual projects, and (3) detailed technical, economic, and finan- 
cial information would be expected for each project, in accordance 
with its published policy statement. The data required of foreign 
paiennane nts were to include: 

a) Justification for financial assistance, in 
private aid was not available; 

b) Purpose for which money was to be used, 1. e. materials, 
equipment, services, surveys 

c) Proposed amounts and periods of repayment; 

(7) Foreign exchange and gold holdings of government agencies 
and private business; 

e) International financial obligations, omg and present; 

f) Analysis of the country’s capacity to repay the credit on 
the basis of its current and prospective balance of payments; 

g) Effect of individual projects on the foreign-exchange 
position. 

These were disturbing requirements for a mission which could not 
rely on a central statistical office or on the refined data and skill 
required to make projections of vearly balances of payments Al- 
though the Minister had a complete file on Afghanistan’s international 
position and raw data for gaging the effect of his plans upon it, he 
had litthe material bearing on his Government’s financial vaaite 
and virtually nothing about project costs. Without this information 
it would be impossible to compose a pattern of the amounts of foreign 
exchange needed over specific periods and to make concrete proposi- 
tions in regard to repayment. All available statistics were requested 
from Kabul, and the adviser explored pertinent M-K data on topog- 
raphy, river flow, and local construction conditions 


proof that 


The 1 Vinister’ s d-yea plan 
The Minister unfolded a strikingly simple but comprehensive list of 
projects proposed by governmental and private Afghan groups for a 


variety of reasons, some economic, some not. They included irriga- 
tion, coal mining, telecommunications, textile, cement, and brick 
industries, and transportation services. (See table 1.) Over hall 


the funds were for industrial projects controlled by Bank-e-Millie or 
its industrial offshoots, for most of which surveys had been made 
The total cost of the projects was set at $84 million. Of the $65.5 
million in foreign exchange needed, $25 million was to come from 


Export-Import Bank, General Policy Stateme Revised August 417), V 1947 
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Afghanistan’s foreign trade surplus and the rest, $40.3 million, to be 
borrowed in the United States. Repayments were to start in the 6th 
year (when exchange savings resulting from increased domestic textile 
and cement produc tion were to accrue at the rate of $5.7 million a 
year) and to end in 11 years. 

The gross value of increased annual production was expected to 
amount to about $20 million, half of it from additional textile output. 
Annual operation and maintenance costs of the new projects, in- 
cluding foreign engineering assistance, were estimated at $7.3 million, 
leaving net benefits of $12.7 million a year, equivalent to about 15 
percent on the investment. The plan was accompanied by rudi- 
mentary economic calculations and professionally prepared engineering 
reports, with detailed descriptions of the projects’ physical layouts 
and estimates of the quantity and cost of materials and services. But 
they were replete with reservations necessitated by inadequate sur- 
veying, and no time schedule for completion of individual projects was 
provided. 

The chief criteria in selecting the spec ific projects appear to have 
been the feasibility of each project based on Afghanistan’s experience 
with the same type of project and the status each project would 


confer on the sponsoring official or agency. Irrigation expenditures 
seemed to cluster around projects wher the lack of water created the 
greatest need. The poorer regions were to be given priority to offset 


regional disparity in economic development. Creating new markets 
for new factories and developing new sources of agricultural materials 
were to help other regions as well. Some projects were concentrated 
in regions where additional investment promised the greatest return 
in terms of additional production. But there was no evidence that 
any of these factors had been weighted quantitatively or their relative 
economic benefits assessed. 

The country’s capacity to absorb all these projects was not a cri- 
terion nor was the size of the individual project. The latter factor 
was especially important in measuring the public works against 
available physical and financial resources. Deficiencies in capital or 
foreign exchange were considered primarily in terms of defects in the 
body economic, curable by clever financial manipulation at home or 
tightening of exchange control and securing foreign credits. As to the 
former factor, it had been assumed, for example, that, because 
mechanized roadbuilding was more productive per dollar invested, it 
should replace manual methods. There was no consideration of the 
probability that such techniques could not be successful without 
transplanting a western economic environment demanding a far too 
expensive, synchronized investment program. 

There was little integration between projects. For example, 8 of 
the 9 powerplants (all recommended by foreign engineers) were 
unrelated to power-buying industries or consumers 

The overall economic target was not expressed in quantified or 
quantifiable terms. The Minister was correct in arguing that statisti- 
cal data for this purpose were totally inadequate and that, even had 
they been available, the complications in calculating specific targets 
for the economy under so many new influences would make the task 
impossible. In other words, the changes called for by his develop- 
ment plan were so large that the transfer of underemployed or idle 
resources to new functions could not be projected in terms of future 
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small marginal additions to the quantities of resources In us In 


contrast to the normal (nondeliberate) reallocation of resources in a 
de veloped economy wl ch occurs in relat Vi ly shh all wmounts over a 
shorter period of time, the structural changes « xpected in Afghanistan 
would be discontinuous, occurring each time under new circumstances 
This reasoning logically led to the conclusion that the results of the 


] | { 
changes could be measured only after they had occurred 
Determining the target and size of he re ed pla? 
A correction of some of these defeets was sought in adapting devices 


and quantitative indices used in the Bombay plan, proposed in 1944 





by a group of Indian industrialists In order to hold Afghanistan’s 
overall investment figure to a size compatible both with measurable 
internal ana external l OUrces AK vith a socially toleral le rate of 
increase in its low incom«e three components were considered | 
desired Mnerease mm meome 2 possible maximum contribution trom 
domestic financial reserves and curt nt savings ») eXt nt of probable 
foreign aid 

The Indian goal had been to double per capita ome in 15 years 
Redu ‘ino the pe rl cl to 5 veal ; dq adapts om the potent alit eS TO 
Afghan tan’s small I tock. CAT af | mi ) set as na res onable 
goal an mereast of about 25 percent total pro et Qn t] bas of 
an estimatea value ft ti \fehs } rinohal product ol tbout $252 
millio iO! 4S, th ould have Oy aler to adding S62 
million a vear bv the end of the 5 nv = Lllo 1Or a X] ted 
population nerease OT hall a ihion tl would be a per Capita increase 
Of about 1S percent 

No mission member had any notion as to the proportion of real 
capital to production fo1 Line arious Maustl ila a il vl pro Ls 
Nor was it assumed that such capital oOutpul ratlos would beuseful 
It} calculating the minidnumM mve ment needed to reach th ta ‘ft 
The Bombay plan, using Slavistlle or COtlo textu ement, and 
powerplants, had arrived at ana ie Capilal-oulp ratio ot 2.4 to 
In agriculture th Cap tal-output ratio was 0.83 to 1] Vhile these 
ratios seemed low, they were us as b chmal LO ‘ ilating what 
the adviser considered a reasonable investment target for the Afghan 
5-veal plan Rely ne on the Minist Se etion that the total 
Investment program oucht » | equally ais ded between ndustry 
and agriculture, an average ratio of capital to out t of between 1.4 
and 2 to 1 was used to arrive : a detensib uppel | I 0 total 
investments. On the ba of this rough benchmark the adviset 
recommended that the 5-vear wu estu t program ot exceed S120 
milli Ni His advice Was accepted 

In setting this benchmark the fact was overlooked that the India 
plan contemplated aiar greatel overall investme! in relation ( 


1 rmy > l l 4 ] 
income than did the Afghar i th Bombay eal inted on simul 
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taneous advance on all fronts, including health, education, and other 
social services, which would tend to keep the capital-output ratio in 
an individual project lower than in a less comprehensive development 
program like Afghanistan’s. 

The revised 5-year plan set $118 million as the total cost, with 
$78.3 million in dollar exchange needed. (See table 1.) Although 
the revised program seemed to meet overall targets, the result was 
an ambitious projection of future income—because of the assumed 
low capital-output ratio. The net increment in annual production 
(less the cost of raw materials and power) was estimated at $60 million: 
Irrigation, $32.4 million; coal mining, $0.6; telecommunication, $1.5 
industrial projects, $22.1, transportation, $1.5, hydroelectric power, 
$1.9." 

Supported by M-K, the adviser vainly urged an allowance for the 
cost of social services and auxiliary facilities necessary for realizing 
the fullest benefits from the plan. Furthermore, in an economy with 
little skilled manpower and many resources tied up in production for 
subsistence, not cash, the additional burden might be expected to 
require more foreign technical assistance and possibly more foreign 
credit. 

The complexity of preparing for this multiproject expansion on a 
narrow economic base was not fully appreciated. The adviser’s 
doubt as to whether 

the projected rate of development takes proper account of the extent to 
which * * * resources * * * and managerial ability could be made available, 
and whether it protects the country’s economy against excessive strain, 


was answered by the Minister this way: 


Che work done by Morrison-Knudsen in cooperation with the Afghan Govern- 
ment is ample proof that the organizational requisities for carrying out the projects 
which are part of the 5 year program are given.'® 


Since the answer was little more than an expression of faith, M-K 
and the adviser resigned themselves to the likelihood that administra- 
tive personnel would have to be imported under a large enough foreign 
credit. 


‘ How ambitious this plan was became evident only after construction started, In 1948, not even M-K’'s 
president appeared surprised at the low capital-output ratios 
4 Adviser’s notes, Washington, November 1948 
* Economic Report, p. 122 
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TABLE 1.—Costs of original and revised 5-year plar 
{In millions of dolla 
Or V pl R ul 
Fore ) 
lotal cost oe ae al ce 
CHANEC ¢ 
Irrigation 31.2 21. ( 14.3 28. 7 
Helmand 23. 6 15.5 23. 0 8.4 
Arghandab 7.6 5.5 20. 7 8.3 
Kataghan 10. ¢ 2.0 
Industry 
Cotton ginning, seed, soap, sugar (Kataghan 3.7 
Pextiles 30.0 2 25.7 
Cement and brick 6.1 4 
Foundry and machine shop 2 0 
Coal and other mining 10 3.5 7.0 
Hydroelectric power 90 
Road building \ - 6.0 J 
Transportation services f ) 9 
lrelecommunications l 14. | S 
Engineering survey 4.0 4. ( 40 4. ( 
Potal 84. ( 65.3 S s 
1 Not including about $4 million in rupees for expenditure n Pakist ire inclu 
column of ‘Original Plan 
Source: Economic Report, pp. 15, 17, 94, 99 


Gaging dome stie financial needs and resources 


The public works projects originally required domestic investment 
funds equaling $39.4 million. The Government had assumed an 
interest and amortization burden for internal development loans from 
the state bank (1946-48) requiring about $7.6 million during the plan 
period.'? So the total needed was $47 million. 

Although the development budget received 85 percent of the income 
tax and all proceeds of the excise taxes on sugar, tea, and matches, 
vielding the equivalent of about $6 million in 1948, the revenue seemed 
inadequate to finance $47 million over 5 years, especially when it 
was realized that the private-business part of the plan would require 
another $48.7 million, also to be mobilized internally. The crux of 
the question was how much local currency could be squeezed out of 
the economy for both public and private investment without undue 
inflation. Allocation between public and private seemed secondary. 

Basic economic principles indicated that an investment program of 
this size was out of proportion to the national financial reserves, cur- 
rent voluntary savings, and reduction of consumers’ spendable in- 
come through new and increased taxes. Relying on an assumed 
maximum savings rate of 6 percent of the national income (which the 
Bombay group considered feasible in India), the Afghan mission con- 
sidered that $75 million was the maximum realizable within Afghan- 
istan over the plan period. A larger amount could be defended if the 
Government were willing to create money by borrowing more from 
the state bank, at the same time adopting stringent control policies 
to minimize inflationary effects." 

17 The regular budget for the fiscal year ending March 1948 had ended with new state bank loans to the 
Government of $8.7 million to help pay for expenditures of $28 million. 

18 There was no recognition of the problem created by the need of workers on investment projects for food 
and other necessities formerly available to them on the farms or the steppes. Unless the communities from 
which the workers were to be drawn (and perhaps other productive communities, too) were to be taxed or 


food requisitioned, new productive capacity would have to be created to feed the workers at their new places 
of employment—necessitating additional outlays by Government or producers 
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Che adviser was not successful in his use of standard arguments 


ainst inflationary financing of econo! development \fghan 


farmers and workers, he was told, would adhere to their age-old custom 
f hoarding any new cash incom Despite the recent price rise, the 
\linistet d that much of the new money would not be translated 
into additional purchasing power during the plan period But he did 
agree to insert the followin pled ein the Economie Report (p. 125 
} . ( a . 1 
| ( | 
i ( 
( ' i 
erformal of d machinery ones Was 
YO) \met! in el hee (| \ Han echnic al had 
ocated that, in the initial period, up to 70 percent of the total 
{ ‘ | | | 
| ( ! sp Ol) t I | | a Cl i i on 
I OW ( cl ~ Phe Nii ~ nT) ! l¢ \I-ix’s 
Ol ndation ree locnl ( met blic 
t| SLLS miuilliol 1 from S4 ) { on 
] ( Ci nil I Opera ) h 
A Opo | ~ y cl o 
} } Cx ! ! ! a 
) Ol lh s ! y Or funds 
Vance he b Mh Ould red e local \K hee lO 
} t, : st) } ' } ( t) 
! Ol ! I ona ) 
| | | i} TY rie S die no aa onal g t¢ 
! redit ly th (10 niment a } ) a ! 
lt promised to increase income na ¢ tuxes and collect 
é pel ht mol annual revenues from these s« n +9 ) 
t had in 1947-48 It wa ipparen howevel I it the loan 
did not material on the ene p! nned | (10 mi ! \ wld be 
pres ( to na other lox ! revenues In tha ( s 1 arastt ris in 
neome-tax rates or a stretel Nn out ot thre p! nh nvestment 
schedule seemed inevitabl 
Howeve! | EKeonomic Report s ned to provi for adequate 
ul fin we of the Governments ne 1uUrin he const etiol 
re (| For the 1 pavment perio which the mi on hoped would 
not ( hh nt tt nth ( ! Le dept th \I is ! roposed. | th 
inereas 1 venue optimistically expec from higher tax rat 
rhe i lea volun ol busine I ipl tn Lo thrye | moO ( 
Repo ho vublinge of rT ux ore Lue issigned to th 
levelopment bue { $6.7 million for 19 Oto s14 » million for Nyy 
Ihe private sectors fil mcial reSOLUPC . emed more in rte than 
tiv ivailabl to publ Dod it) | til C'o.’s accumulated 
esery in) Surpius, tor eXa ple vere sulhiecient to finance over 
tI 1 ol tl new textile plant \lo nportant still was the con 
pl lin new capital stock issu vy all four companies in 
tl \ ster’s plans The amount e pected from merchant 





landowners inh this Wav Was equivalent to 5S percent of total 
private Tunas needed Che rest Wa to come trom bank credits, 


future profits. and depreciation reserves The croup around the 
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Minister did not expect any trouble in mopping up savings (or hoards 
and profits at a rate adequate to meet the needs of the investment 
program.! 

Ill. Sevecrina Prosects 


The bank’s preference for “productive” lending, in contrast to 
consumption loans, made it necessary to correlate certain factors 
over the proposed repayment period: (a) The rate of increase in 
productive capacity with (6) the resulting improvement in the trade 
balance, and (¢) the amounts of repayment proposed. The bank 
expected an economic justification for each project selected by the 
mission. 


Te rtile NV, Cemel t. hp ick 


A strong case was made for quick returns on textile, cement. and 
brick projects all of which the Minister controlled, o1 hoped to, 
through investments by Bank-e-Millie. For the cotton-mill expansion 
ros\ figures were presented, which had to be adjusted to the higher cost 
of American equipment and personnel required under terms of the 
hoped-for loan. But the investment’s size was adequately supported 
by data on domestic demand and there seemed little doubt that the 
$18.2 million needed in foreign exchange could be recovered from re- 
duced imports within 5 years after the mills were built.2! So they 
were included in the revised plan 

The new cottonseed-processing plants for soap and oul were also to 
be part of a limited industrialization program substituting processed 
agricultural materials and manufactured articles for expensive im- 
ports. Since the new textile plants would require 7,500 tons of raw 
cotton a vear (at double-shift rates of operation) it was easy to defend 
the expansion of ginning and cottonseed-processing facilities. Peak 
production, in 1945, had not exceeded half capacity (2,500 tons of 
edible oil, 750 tons of soap annually), but the expansion of cotton 
cultivation justified the doubling of the existing capacity Less than 
one-third of the $3.7 million needed would be spent on foreign 
equipment. 

Despite the crying need for strong and durable domestic building 
materials, Afghanistan still had no cement or modern brick plant. 
Although coal mining was not being expanded fast enough to assure 
a supply for starting brick and cement production, the Minister 
included a “dry process’? plant, producing 45,000 tons of cement a 
vear, costing $4.6 million (3.8 million in dollars High freight would 
make cement cost $30 a ton, but it would still successfully compete 
with Indian or Pakistan cement, thereby saving the country $380,000 
in building cost and nearly $1 million a year in foreign exchange, if 











the plant operated at full capacity.’ A structural clay-brick and tile 
1952 ex ! Af "| rie } 
by 2 ve $ } private iW I 
ding March 2 MS $9.2 I ! l i n 
lividend e 2,00 A ‘ 1 qua 1 ly 
ree ot > vort I i i it 
) v ey t i he 1 
1 year In the sixth vear the compa ‘ expected to $5.6 mill ) ncreased capital 
of $22.2 million, despite lower price I t the new mill I the ver plants had 
been surveyed by Bombay's Associated Consulting Engineers in July 1948 
Che substitution of domestic production for iport ym India and J va nsidered possible 
only behind a 25- to 50-percent ad valorem tariff t least a ng a roduct ts were to be burdened 
with an abnormal depreciation 1 rve t rovid ipital for futur pan Mo iy 
juties were badly needed for the Government budget 
Based on M-K’s Report on Proposed Cement Factory Near Kabul, A wnistan, incisco, June 


1948 (mimeo 
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factory would replace both weak, handmade, sun-baked domestic mate- 
rial and the expensive imported products. An investment. of only 
$1 million would save $700,000 annually in building cost and at least 
that much in exchange.” So a dollar requirement of $850,000 was 
included. 

Coal and power 

It was recognized that all this expansion required a greater supply 
of coal and power. In 2 coal seams north of Kabul 150 miners dug 
up 8,000 tons a year with pickaxes. To double that production in 
2 vears and quadruple it in 5, the Government’s American mining 
engineer had recommended 5 new access tunnels and improvements, 
which included mining equipment, road improvements, and a year- 
round mining community. 

A miscellany of power schemes had been launched by private busi- 
ness but, despite the abundance of river water in the mountainous 
areas, total installed hydroelectric capacity did not exceed 12,000 
kilowatts, producing 38 million kilowatt-hours in 1948. ‘The building 
and operation of all hydroelectric plants was controlled by one com- 
pany (under Government regulation) in which Minister Madjid had 
a strong hand because Bank-e-Millie helped to finance it. In 1948 
he had contracted with a German firm to survey and lay out the site 
of a 24,000- kilowatt plant at Sarobie to provide Kabul with $2 million 
of power a year. ’ After reserving the right to order German equipment 
and engineering, the Minister included the construction in the plan 
for American financing. So important did the Minister consider the 
Sarobie project for Kabul power (perhaps because of its expected 
net return of 11.4 percent on invested capital) that his bank pledged 

loan for half the capital cost. A cost-plus contract with M-K, 
assuming bank support, was ready when the Economic Report was 
handed in.™ Five million dollars were needed out of a total $9 million 
cost. 

Roads and transportation services 

Sales of local produce had always suffered from inadequate and ex- 
pensive transportation facilities, unless they were staple goods with 
points of origin and destinations along international caravan routes. 
Improvement of the 3,600 miles of ‘‘roads’’ had been featured in 
Government programs for more than 65 vears, vet few of them could 
resist spring floods, storms, and heavy traffic. Even bridges and 
drainage structures built with the help of foreign engineers were in- 
adequate. 

The road-building program was the core of the 1946 M-K contract 
and its proposed sequel. Yet by December 1948 only the 75-mile 
road from Kandahar to Spin-Baldak, linking the fruit-growing 
Arghandab Valley with the nearest Pakistan rail terminal, was actually 
being built. Completion of the three other major links had been 
postponed * because of the high construction cost—an estimated 
$26.4 million. 


% Based on M-K’s Report on Proposed Brick and Tile Factory Near Kabul, San Francisco, June 1948 
(mimeo 

* The cost estimates included three additional hydroelectric stations serving the new textile plant. Irri- 
gation projects were to be designed so that power stations could be added to meet the demand in south- 
western areas as land was reclaimed 

26 Girishk-Kandahar, 73 miles, connecting Kandahar with the Helmand Valley; Kabul-Torkham, 151 
miles, the main link with the Khyber Pass and through it with the outside world, along an ancient trading 
route; Kabul-Kandahar, 315 miles, linking the two most important business centers in the country. 
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Eloquently M-K demonstrated attractive “pavout’’ schedules for 
the roads—from 4 to 14 years. But Minister Madjid confined bis 
proposal for roads to completing surveys, making minor repairs, and 
improving maintenance, the latter at a cost of only $750,000 a year 
to the Government. No argument on the part of M-K could convince 
him that without continuous investment in all- weather roads the 
country would remain an “economic archipelago,’ deprived of the 
advantages of labor divided between the various “‘islands.’”’ Nor 
could he be convinced that poorly constructed roads would increase 
the cost of all construction projects for which equipment, men, and 
materials had to be moved on wheels. The deferment of the road 
construction projects not only would postpone important savings in 
initial investment and subsequent maintenance, but also would sacri- 
fice part of the increased foreign exchange income through high 
spoilage rates and freight cost. 

Minister Madjid did face up to the fact that new mills and half a 
million acres of new land could not be served by camel, donkey, and 
man, which in 1948 still carried half the nation’s transport load. For 
1,100 new trucks and 50 buses $2.5 million was budgeted, and $1 
million in local currence y for repair and garage facilities. The Minister 
believed these vehicles would add annual haulage equivalent to 
15 million ton-miles (based on the carrying capacity of M-K operated 
trucks). 

Kataghan Province: Canal building and drainage 


Little attention had been given to the potentialities of the northern 
provinces, primarily Kataghan. (See map.) Yet fertile soil, abun- 
dant water, American cotton seeds, the ingenuity of local farmers, and 
Government seed and fertilizer experiment stations had notably in- 
creased production there during the thirties. Private business admin- 
istration had been efficient and the Bank-e-Millie-owned cotton and 
sugar companies were prepared to expand and sign long-term buying 
contracts with the farmers. 

The proposed undertakings were relatively simple and cheap: 
drain wooded areas, build irrigation canals for cleared and drained 
land, repair roads and bridges, spray malarial areas with DDT, and 
do the first plowing of sugar and cotton land with 72 tractors to be 
furnished to 40,000 settlers moved in from crowded eastern valleys 
and the nomad’s grazing areas. 

The Department of Agriculture was to carry on most of the de- 
velopmental and extension work. The cotton and sugar companies 
were to retain monopolies on purchasing, processing, and se lling cot- 
ton and sugar, the Government maintaining its control of prices and 
foreign-exchange earnings. Settlers could dispose freely of vegeta- 
bles, fruit, silk, flax, and hemp crops.” The adviser estimated the 
net increment of annual production at the processing level as equiva- 
lent to $9 million, as compared with a $14.3 million total investment 
cost (including the cost of expanded processing facilities). Only $3.1 
million was needed in foreign exchange for equipment and experts. 
This indicated a favorable capital-output ratio of 1.6 to 1. Most of 
the new value would go to the farmers since the companies, thanks to 
Madjid’s prodding, had agreed to limit their profits and capital sav- 

% The following production goals were set for the end of a 5-year development period: cotton from 3,000 


tons to 17,000 tons, sugar from 4,000 to 14,000, cotton seeds from 6,000 to 40,000, edible oils from 600 to 4,500, 
soap from 200 to 1,500, oil cake and meal from 2,000 to 17,600 
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ings to normal rates. <A relatively small agricultural investment 
would provide opportunities for underemployed nomads opening idle 
land and would expand processing industries. 

The net gain in foreign exchange also would be substantial, since 
the companies expected to export almost all the additional cotton to 
India and Kurope Even allowing for increased domestic consump- 
tion of cotton, exchange earnings of $8.2 million a vear were expected 
within 5 years, de ‘spite an expected 33-percent drop in the 1948 cotton 
price. Savings of $2.5 million annually from the substitution of 
domestic sugar for 9,000 tons of imported sugar a year and $500,000 
annually from reduced soap and oil imports would bring total exchange 
gains to $11.2 million a year compared with the dollar investment 
of $3.1 million required 

Minister Madjid’s enthusiastic endorsement of the Kataghan 
irrigation project, along with the industrial projects in the region, in 
part reflected his business interests. Aid for Kataghan would 
strengthen Bank-e-Millie’s financial hold on northern resources and 
its overall industrial position. The Government’s share in the 
benefits, and those of Afghans living’ elsewhere, could be secured 
through increased tax revenues. 

The Arghandab Dam 

Southwest of Kandahar, the Arghandab Vallev’s fruits had long 
attracted Indian buyers; in 1939 they accounted for more than a fourth 
of Afghanistan’s gross foreign-trade earnings. But the 1946-47 
drought killed many vines and fruit trees and left many canals dry. 
Plans had been made for a combination storage and power dam in the 
upper reaches of the Arghandab River (which flows into the Hel- 
mand—see map) to store and regulate water and to raise underground 
water. But not until September 1947 did the Minister of Public 
Works authorize M-K engineering field surveys of the soils and the 
farmers’ water needs. Adding 315,000 acre-feet of stored water to 
the natural river flow in the low-water season was expected to meet 
the full water requirements of 4.3 acre-feet of water a year for 120,000 
acres. The remaining difficulty was the 40-percent water loss due to 
evaporation and seepage encountered in the canals 

The mission decided to concentrate on the dam and a central water- 
control mechanism, allowing for minimum canal repairs only. The 
reservoir cost was estimated at nearly $9.7 million with an additional 
$1 million for canal repairs, land leveling, and road building. M-K’s 
agronomist, with 2 years’ experience in the area, had found most of 
the land good and the crops varied. After full development, he ex- 
pected yields per acre to increase more than 50 percent and farm 
prices to stay firm—despite the supply increase—in view of a grow- 
ing demand. The capital-output ratio (1.2 to 1) was more favorable 
than that estimated for the Kataghan project 

The engineers estimated additional gross receipts by farmers at 
nearly $74 an acre ($59 for 100,000 acres of old land, $148 for 20,000 
acres of new land). A doubling of exportable crops would raise pro- 
ceeds in foreign exchange by about $12.5 million a year. On this 
basis M-K estimated that foreign exchange equivalent to $1.50 would 
be earned annually on every $1 of foreign-exchange invested. 

But the engineers’ calculations of the increase in gross crop value 
struck the mission as exaggerated. The optimistic return ratio ap- 
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peared to ignore the additional cost the farmer or the Government 
had to meet for repairing and building distribution canals. The engi- 
neers assumed that all capital could be obtained from current revenue 
instead of from loans, and hence had added no amortization charge 
to the annual cost. Finally, some allowance for a price drop at home 
and abroad after the doubling of production seemed inevitable, 
especially in view of the inflationary rises in 1948. 

The Minister of National Economy, however, rationalized the 
sustained price level by relying on increased demand in Pakistan and 
India because of population increases and more rigid enforcement of 
taboos on meat eating. But the adviser reduced the expected farm 
income estimate to take into account reduced prices and expenditures 
on improvements by the farmer. Partly by relying on similar United 
States Bureau of Reclamation estimates, he arrived at a net aggregate 
annual income of $950,000 ($415,000 after amortization, or 3.9 per- 
cent on the proposed investment) with which Arghandab farmers 
could improve their standard of living and make further investments. 
After investing $8.3 million of foreign exchange in construction, the 
nation would earn annually $6.4 million in foreign exchange (instead 
of the $12.5 million calculated by M-K). Thus, cast in more con- 
servative terms, the projected investment was included in the eco- 
nomic report as a ‘‘bankable’’ project.” 

Harnessing the Helmand: Dam and canals 

Along the 400 miles of the Helmand River through Afghanistan’s 
arid southwest lie 500,000 acres of good soil, much of it deep silty 
loam. In 1946 60 percent lay idle or furnished the lowest grade of 
grazing; 40 percent, dependent on the Helmand’s erratic water level, 
produced wheat and barley. The bottom soils, like those of the 
Arghandab, were fertile alluvial deposits although 
* * * soil fertility in places has been impaired by centuries of cultivation with- 
out * * * commercial fertilizers and largely without crop rotation * * * In 
(other) areas a high water table exists and this has caused a surface accumulation 
of salts.?8 
Over the centuries hand-built canals and weirs had followed the shift- 
ing river course. Underground water-collection tunnels supplemented 
river water. But the sorry state of irrigation structures, along with 
the absence of roads, had led to the deterioration of once-flourisbing 
cultivation. 

The Government had made efforts to rebuild the Boghra Canal 
(see map) to reclaim about 100,000 acres of tablelands. Prewar 
Japanese work was followed by M-K’s building of a diversion dam 
near Girishk and the first 30 kilometers of the Boghra Canal. But 
an April 1948 survey had revealed that these tablelands consisted 
chiefly of shallow soils over dense gravelly subsoils. Less fertile than 
the bottomlands, the tablelands held less moisture and were either 
poorly drained and saline or cut into by water-wasting gullies (Sheila). 

By fall of 1948 the Government had mixed feelings about further 
Helmand development. More reconnaissance work had been carried 
out in the Boghra area, and new land could come into production 
sooner there than elsewhere. Land reclaimed there would not be 


affected by the cutting and shifting of the river course Sut the 
27 A second phase covering power development, wells to irrigat icres, and additional 
leveling and road building, to cost another $5.6 million, was onsideration, 
28 F. O. Youngs, Possibilities of Agricultural Developmen y, April 10, 1948. 
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bottomlands promised richer returns in the long run. And _ the 
diversion of water to the tablelands during the low-water season 
would take water away from bottomlands downstream unless an 
upstream reservoir stored floodwater. While prestige considerations 
suggested completion of the limited Boghra project, economic wisdom 
seemed to advise an enlargement of its scope before continuation. 
The growing shortage of exe change forced a decision. 

M-K advocated an integrated valley development, including a 
major reservoir dam upstream at Kajakai, and completed field sur- 
veys for the dam by September 1948.” For a comprehensive project 
M-K was reluctant to count on more than 400,000 acres for irrigation 
and settlement until a thorough survey of the entire valley had been 
made. But the Afghans saw no need for such a survey. M-K and 
the mission concluded that even a 20 percent margin of error in esti- 
mating the acreage or water supply could not detract from the proj- 
ect’s mtrinsic value. 

A comprehensive project, based on intelligent guesses by M-K and 
me mission was estimated to cost $63.7 million, with $53.7 million of 
it in foreign exchange. (See table 2.) 

" unkedeabts surrounded the potential income from which to amor- 
tize the investment over a reasonable period of time. Precision in 
estimating this did not initially seem feasible nor was it considered 
essential by M-K’s engineers: 

* * * these developments are almost necessities, and a necessity is beyond price, 
and therefore properly not to be considered as a subject of economic study. The 
value of an operation to a person suffering from acute appendicitis is an illustra- 
tion; the value of food to a starving man is another, and in the Afghan case, 
when this simile is employed, we hit perilously close to the mark. 

Yet since foreign exchange had to be borrowed, economic forecasts had 
to be made to permit the bank to apply its loan criteria to the project. 

M-K’s initial projection of crop-value increases (with only slight 
reductions in crop prices) reflected a capital-output ratio of 1.8 to 1. 
It made no allowance for new costs to the farmers, including the 
increased tax burden. M-K believed that even if all adverse factors 
were taken into account, the deduction from the estimated crop 
income would be small compared with the favorable ratio of benefits 
to costs.”! 

To counterbalance a possible overstatement of crop production 
and an understatement of charges, the benefit ratio was recalculated 
on another basis. It was assumed that all funds would be borrowed 
and that account must be taken not only of insurance and depre- 
ciation over 50 years, but also of a loan-repayment burden of 5 per- 
cent a year and interest charges of 4 percent a year. The project’s 
total fixed charges thus came to $6 million a year, with operation 
and maintenance costs adding another $1.5 million. 

Relying on M-K’s earlier estimates of future benefits, the annual 
increased crop value was put at $27.6 million. To arrive at a more 
meaningful economic return rate on the capital invested (which could 
be compared with going return rates in the business sense), allowance 


Hydroelectric potentialities were ignored in the first recommendation because there was no available 
knowledge of the probable load lhe mission included power in its integrated project only as a future 
potential 

M-k, Report on the Development of the Helmand Valley, December 1947 

In accordance with standard American reclamation-engineering practices, M-K relied on the ratio of 


ross crop increases to annual cost of interest, maintenance and repair, depreciation, and insurance. For 

the Helmand project this turned out 8:1 4 ratio of net annual return on the investment cost, after deduc 
tion of all cost items plus the settler’s own cost, might have been a more meaningful comparison for a 
government 
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was made for normal deductions from gross farm income of farm- 
operating costs and living expenses.*? The margin left after these de- 
ductions from income on new land was just large enough to pay for 
the annual fixed and maintenance charges on the $63.7 million con- 
struction. In fact the net margin was $765,000 a year, only 1.2 per- 


cent of the capital invested. (After repaying the loans, $3.2 million 
would be left over, a 5 percent return.) It was clear that an error 


of 20 percent (which had to be allowed for in cost or crop-value esti- 
mates) could make the project uneconomic during the repayment 
period. Unless the old settlers were taxed or the burden of borrow- 
ing money reduced, the project would leave little room for improving 
the settlers’ lot. 

The adviser’s warnings about the project’s narrow economic base 
were dismissed as fanciful and the Minister chose to let M-K’s gross 
return rate speak for itself. So the United States Government was 
asked to accept the prediction that a $63.7 million investment could 
bring in an 
* * * 


aggregate crop-value increment * * * in excess of $39 million per year 
S & ¢ 


which would be six times the annual cost of the long-term project.** 

In calculating the foreign-exchange benefits of the Helmand project 
the mission felt that to be financially sound the project should merease 
the percentage of crop exports from the 1947-48 2 percent of valley pro- 
duction to 20 percent of the increased crop production. M-K’s 
agronomist first estimated an exportable surplus of $5.5 million 
annually, roughly equivalent to 23 percent of the total crop value.” 
The Minister, believing a greater degree of diversification could be 
expected, in order to produce more exportable fruit and cotton, 
requested M-K to recalculate crop values on the assumption that 10 
percent of the acreage would be in cotton, 10 percent in fruit, and the 
grain acreage correspondingly reduced. After adjustment for spoilage 
and other losses the final estimate for the gain in exchange to be 
expected in the late fifties came to $23.8 million annually, or $50 per 
acre. 

TABLE 2. Helmand Valley deve opment cost 





{In millior f dollar 
{ 
4 Phase I 
Kajakai Dam and Reservoir 0 
Diversion dams &.8 
Canals and headworks 4.2 
Boghra diversion dam and canal ‘ 
Seraj Canal and related work 4.8 
Land leveling 
Local truck roads 
Produce storage and processing works 0.0 
Total cost 63.7 2 
Of which foreign exchange cost 53. 7 18.4 
Applicable amounts includ | g it i | 
2 Completion of the Boghra diversion dam and canal headwork st: $2.5 million) was assumed before 
phase I work could begin, hence not included in phase I cost 
Source: Economic Report, p. 50; M-k, Kajakai Project and its Relat e Development of the 
Helmand Valley, January 1949 
2 These allowances, initially derived from data on Oregon reclamation p } d } 


M-K’s agronomist 


33 Economie Report, p. 40 y 
% J. W. Jordan, Economies of the Kajakai Dam, April 12, 1948. Exportable crops were valued at the price 


obtained by farmers 
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Reducing the SCO pe of the Helmand project 

The project's very size raised doubts among the Afghans about 
their Government’s ability to raise the necessary foreign exchange and 
about such concentration of resources in one area. Some officials 
compared the Helmand lands with the Kataghan lands, available for 
irrigation at little cost. On the other hand, the attractive engineering 
features (absent in the Kataghan) and the need to spread economic 
development to one of the least developed regions of the country had 
a strong appeal. Efforts to single out individual parts of the project 
for priority in financing failed because data to compare the relative 
potentialities were not available, nor could full benefits be expected 
from a single part until the whole was completed. The mission finally 
solved the dilemma by dividing the Helmand project in two phases. 

The Boghra Canal was included in phase I, despite the recommenda- 
tion of M—K’s agronomist that it be deferred ‘until it is determined 
that the water supply is sufficient to serve both the (lower) Helmand 
Valley and the Boghra project.’ °° After all, the Girishk diversion 
dam and the canal intake works were already more than half finished. 
sut the calculation of economic benefits from a single canal project 
was particularly difficult. Without a reservoir the large diversion 
needed would withdraw much water from other areas. But without 
the maximum use of water in the Boghra area, the investment there 
could not be fruitful. So the mission was forced to present the 
Boghra benefits as directly dependent on the building of a reservoir.” 
Again the engineers excluded farmsite costs from the Boghra cost 
estimates and assumed that no investment funds would be loaned so 
that settlers would not have to pay interest or repay capital. The 
construction cost for the Boghra was estimated at $7.2 million above 
the $2.5 million already spent. One year’s gross receipts after the 
project area’s development were to be almost equal to the capital cost. 

\ more realistic economic examination revealed a less promising 
future. Because much of the land was marginal, it seemed to the 
adviser that no more than 15 percent of gross crop receipts would be 
available for fixed charges leaving a margin of 1 to 1% perceat on the 
total investment. But this return would not be available until crop 
assortments had been drastically changed and tree crops had matured. 
If the optimistic vield expectation of M-K’s agronomist were reduced 
by a third (which appeared reasonable), the project could not pay 
for itself. But these more realistic return estimates were aot ac- 
cepted and the Economic Report said p. 47 


With benefits equal to almost 14 times the annual cost, the Boghra project is 
| } 


clearly one of the most profitable parts of the Helmand Valley development 
program 

\lso included in phase I was the Kajakai Dam since no tadividual 
project area could fully exploit its resources without an increased and 
regulated water supply. In addition, “conceivably some profits from 
a steady water supply could accrue to the whole valley if the dam 
alone were built.” 





\ ) 
‘ } f vas mad na int of reduction of irr ition water 
On this basis the incremental crop valu ed to the 165,000 aerc fully 
+S r pared with 1948 receipts of $1.2 mil 
I nie R irmers would build and maintain diversion dams and canals by 
I ar rda ju ed that this was wasteful, since the cost of maintaining many small 
capacity dite \ be n n local manpower than would the maintaining of 8 more perma- 
nent structure Also, al e-capacity system would have more flexibility 





OBTAINING FINANCIAL AID FOR A DEVELOPMENT PLAN 21 


But the mission found it difficult to determine how much the im- 
proved water supply would boost the valley’s production evea if no 
other diversion structures or canals were built. The mission finally 
figured 10 percent, or $4 an acre, additional farm income from the dam 
alone, or $750,000 a year. Compaiing these small benefits with 
the cost of the dam alone revealed the correctness of the engineers’ 
judgment: the dam was hardly worth building unless other local irri- 
gation structures rapidly expanded cropped acreage, and changes in 
crops boosted yield values. Repayment, interest, depreciatio1, and 
cost of the dam’s maintenance and operation exceeded the expected 
increased crop income by $2.8 million a year. Since not even the 
overstated benefits from the Boghra canal were sufficient to absorb 
this loss, minor low-cost irrigation projects in the Seraj-Girishk areas, 
to receive Helmand water above the Boghra diversion dam, were also 
included in phase I. (See table 2.) 

M-K’s agronomist computed the incremental gross crop values for 
all phase | projects on the basis of rather optimistic future crop 
yields: $95 per acre on 97,000 acres of new good land, $49 per acre 
on 48,000 acres of old land, and $29 per acre on 75,000 acres of new 
marginal land. The aggregate increase in crop values came to $14.3 
million if the gains accruing to unimproved cultivated land down- 
stream ($4 an acre) were included. When corrected for an expected 
drop in farm produce prices from the inflationary level of 1948, the 
figure became $10.7 million. 

Without considering the repayment burden or the farm-site develop- 
ment cost, M-K’s engineers concluded that after phase I was com- 
pleted the annual crop would be worth more than 8 times the annual 
cost and the capital-output ratio was given as 1.8 to 1. 

But since some amortization would have to be carried, this caleu- 
lation was misleading. ‘To the mission it appeared reasonable to 
burden the irrigation projects with the repayment of the capital 
outlay and to prorate the amortization of the reservoir dam according 
to the proportion of the acreage under cultivation when phase I was 
finished to total cultivable acreage. These cost items boosted the 
annual carrying charges from $1.7 to $2.3 million. In addition, it 
had to be expected that the farmers (or the future Helmand Valley 
Authority) would spend 25 percent of gross income for annual local 
improvement and development and that 50 percent would go for 
family living and operating costs. This left $0.8 million in annual 
net income out of the deflated gross of $10.7 million. So it seemed 
barely tenable to consider phase | projects as self-liquidating since 
even during the amortization period a 3.1 percent net return on 
capital remained after all deductions. 

The probable gain in foreign exchange expected from phase | 
projects, after allowing for a price deflation, was set at $5.4 million 
a year. The method of computation was the same as described above 
for the comprehensive Helmand project, applied to a smaller acreage. 

In terms of foreign exchange returns, the projects singled out for 
priority in financing by the United States Government compared as 
follows: 
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[V. DETERMINING THE AMOUNT OF FINANCIAL AID 


In assembling the package of desirable projects, the mission’s 
criteria were twofold: (1) Afghanistan’s physical, financial, and 
managerial resources, and (2) the willingness of foreign engineers to 
undertake the projects on which their advice was sought. The 
availability of external financial aid, after allowance for a contribution 
trom the official exchange holdings or expected net exchange earnings, 
was no criterion. The result was a total dollar-exchange requirement 
of $78.3 million, or 66 percent of the total cost of the plan. (see 
table 1, above On the basis of M-K’s engineering and construction 
capacity the following 5-year schedule for expenditures in dollars was 


mapped (in thousands of dollars 


11, 568 

ae i 23, 825 
1 ul 21, 442 
i! 4, O38 

Total 78 1) 


An additional $4 million was to be spent for cement and petroleum 


products from Pakistan 


4 


iistimating Afghar contribution to dollar cost of plan 

M-K and the Government both viewed dollars already spent by 
the Afghans on the various projects under the 1946 contract with the 
American firm as a sufficient contribution to the new projects $17 
million by January 1949. In informal contacts with United States 
Government officials it was established, however, that a new con- 
tribution from Afghan exchange reserves would help in the sympa- 
thetic consideration of the loan request The Minister finally con- 
ceded that a further contribution was feasible. But its size had to 
be determined 

The easiest wav to estimate the amount that could be spared Was 
to compute how much foreign currency the state bank needed to 
retain a reasonable working balance for preserving a normal flow of 
imports if crops at home or sales abroad were poor. The official 
reserves in all foreign currencies toward the end of 1948 barely ex- 
ceeded $4 million (not counting the holdings of Bank-e-Millie). an 
amount insufficient to back up a normal import volume of about 
$55 million a veat An effort to consider release of part of the $49 
million gold and silver reserve providing a currency cover of better 
than 80 percent) was blocked by the conservative gold-conscious 
attitude toward money 
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The only source of exchange suitable for the purpose was the karakul 
stock, estimated at $31 million at the time, and the expected increase 
in exports of raw cotton during the plan period. Accepting the 
official forecast of additional exports during the entire plan period of 
$31.2 million, the adviser argued for the recognition of the need for 
larger imports, too 


The import effect of investment 


In determining the soundness of their investment program the 
Afghans had failed to consider the impact on domestic purchasing 
power and hence on demand for imports. While data for a typical 
family budget were not available, a moderate increase in import 
requirements arising out of accelerated investment activities should 
have been recognized, especially since all consumer durables and 80 
percent of the soft goods were being imported. Minister Madyjid 
conceded that, after the beginning of the development program, the 
demand of consumers for imported articles could no longer be held 
to the 1947 average—-$4 per capita. He agreed to larger exchange 
allocations for petroleum products, staple cotton goods, tools, repair 
parts, building materials— auxiliary requirements of the development 
program not included in the exchange cost of the projects. Had 
statistical detail pe rmitted it, caleulation of the Afghan Import pro- 
pensity would have been the answer, at least for estimating the order 
of magnitude of the additional demand for imports 

Somehow this factor had to be taken into account, not only for the 
sake of the United States Government but for the sake of the Afghan 
people, particularly the new settlers who performed in a way a public 
service In opening up new land and could therefore claim a larget 
share in consumption goods and imports. Sooner or later surround- 
ing areas and the entire country would be affected by the income- 
creating effect of the investment program. After much guessing the 
mission finally settled on 3 percent of each year’s imports as the 
allowable additional amount importers could bring in the following 
year. 

Therefore, allowing for a compounded effect, the additional exchange 
needs for the investment period was put at $10.7 million. 

This deduction from exchange availabilities did not satisfy the 
Minister, however; he suggested that conservation of exchange due 
to greater substitution of domestic products for imports should be 
taken into account. Output of the new sugar, cement, soap plants, 
and of increased cottage-industry capacity would replace about $4.9 
million of imports during the plan period. Accordingly, the net 
change in the trade balance over the 5 years was estimated as follows 


§ 1946 export proceeds from cotton wet ? eM tar nrod . 1 boost to $2.8 
1949 and a jump to $9 million for 1953 rt xclu rt outlet was the Northe ( ton Co. w 


controlled 
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No net change in other categories of foreign-exchange income or 
expenditures was expected 

In view of this the Afghan Government declared it would make a 
contribution in dollars of $23 million to the proposed projects, leaving 
$55 million for bank financing—70 percent of the total exchange 
requirements.” 


De term ining the ability to re pay 


To provide simplicity and some economic justification for a repay- 
ment peepeet. annual surplus margins in the trade accounts were 
projected for 15 vears after the completion of all projects, and annual 
interest and amortization payments compatible with these margins 
starting with the 7th and ending in the 15th year. The debt-service 
terms were those used by Da Afghanistan Bank which was lending 
the Government funds for economic development at 4 percent annual 
interest against amortization within 15 years, starting in the 7th year 
after disbursement. These repayment and interest obligations were 
then compared with the long-term trend of the trade balance 

Three kinds of long-run estimates had to be considered: (1) Export 
potentials for fruit, cotton, karakul skins, and wool, (2) domestic 
production substituting for imports, and (3) growing import require- 


ments for which no substitutes could be anticipated. These projec- 
tions yielded a bell-shaped trend curve in the net changes in the 
trade balance for the indicated 1 15-year period (table 3). C omputing 


debt-service payments with a close fit to the trend of the trade bal- 
ance left a margin of tolerance the adviser considered necessary in 
view of the Minister’s extreme optimism with regard to export 
proceeds. Bound by the engineers’ disbursement schedule of dollar 
expenditures the adviser worked out the pay-out schedule for the 
loan (table 4). 


40 In appraising the size of this contribution in relation to reserves accumulated as of December 1948 and 
the expected net increment during the plan period the mission had to keep in mind the expected interest 
burden—$6.4 million for the first 5 vear 
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TABLE 3 Projected changes in trade balar 1954-¢ 
Ir j 
Net N 
Vous Increased Increas er ‘ ‘ I . 
xport impor 
) 
1054 14.0 s ” ( 4 4 x 
1955 10.9 15.0 s i) é $ 8 
1956 11 16.0 4 27.8 $4 
1957 15.6 18.0 10. 2 s rT 97.8 x () 4 4 { 
1G58 16.6 20 l 2 s 7 27.8 4 1 4 
1959 17.6 22 +4 ) Di 7. 8 44 +4 s 
1960 19.6 24 14.4 
1961 21.6 27 14.4 ) I 1 { 
Relying on Afghan assurance ibseq it stmer ra of ‘ W 
be undertaken. It was assumed tl iport i uld be a 4 at 
same rate (3 percent a year) asi I rt equir j 
programs also were included 
Source: Economic Report, pp. 109, 111, 113, 118 
TABLE 4 App rime pay-o eched 10 f 
{In i 
A rti A 
Year a Interest Y I 
zation 
1954 0.79 1. 92 42 1962 SS 
1955 ) 1.92 9.7) 1963 1 2 
L¥dt 2.43 1.90 4.8 144 ~ 
1957 179 1. 80 6.59 || 106 
1Y5S8 s 6 Lott ' 
1959 6.11 1.42 x 
1960 6.11 1. 21 2 
L961 6. 11 1. OX l rota 
Source: I n Rey I 17 


In this way the mission thought to prove that under a 9-year re- 
hoes nt schedule beginning in 1955 the improvement in the trade 
balance alone would allow the Government to repay $55 million 
The mission warned the United States Government of the forecasts’ 
assumptive character, assuring only the reasonableness of the general 
magnitude and the direction of the expected changes. Even if the 
forecasts were 20 percent too high, there would be enough improve- 
ment in the trade balance to warrant the loan. But the overriding 
condition of this expectation was that the investment program prde 
posed be carried out in the time period indicated. 


First formal loan request 

The economic features of the bank’s January 1949 loan of $100 
million to Israel impressed the Afghans. The bank had not waited 
for details on all projects. Most of the funds were designed to finance 
projects forming part of an overall program for balanced economic 
development designed to create a self-sustaining economy. Of the 
$100 million authorized on January 19, 1949 only $35 million were 
specifically allocated to approved projects to “assist financing the 
pure hase in the United States of equipment, materials, and services.” 
The remaining $65 million were earmarked for dollar expenditures in 
connection with other projects which were to be selected and decided 


42257—54——_5 
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upon pending the completion of more detailed investigation."'  Pre- 
vious loans to Turkey had been no less favorable.*? The allocations 
for Turkish purchases of diesel shovels and paper mill machinery 
seemed comparable to the type of credits Afghanistan needed 
Mexico’s experience appeared similar in revealing the bank’s atti- 
tude toward program commitments; since April 1947 Mexico had 
drawn on a $50 million loan authorization as specific plans at various 
intervals were approved by the bank 

The Afghans were tempted to request the same kind of overall 
program commitment, but bank representatives indicated that in 
Afghanistan’s case the bank would prefer not to deal with the 
entire (development) program as a unit, but rather with individual 
projects. Nevertheless, on February 11, 1949 the Economic Report 
was Officially submitted to the bank, presenting the revised 5-year 
economic plan, Of the $78.3 million in foreign exchange needed, the 
bank was requested to supply $55 million 


Allay ng United States fears about balance of payme nts 


\lthough funds for M-K work were running low and speed in 
obtaining foreign exchange was of the essence, a further delay was 
inevitable while the Economic Report was being examined by various 
United States Government agencies 

In March the Minister was requested to provide additional infor- 
mation on the adequacy of Afghan foreign-exchange reserves, the 
Government’s control over its citizens’ foreign-exchange earnings, and 
future government international obligations for expenditures other 
than imports 

In the previous vear demand for goods in Afghanistan had expanded 
rapidly without a corresponding expansion of agricultural and indus- 
trial production. If the monetary expansion was not accompanied 
by a growing supply of domestic goods and if the anti-inflationary 
measures planned did not materialize, account would have to be 
taken of increasing pressure on official and private foreign-exchange 
reserves. Such was the reasoning of State Department officers.’ 

Since payments to M-K absorbed considerable foreign exchange 
State Department officials also wished assurance (1) that account 
had been taken of the development program’s overall impact on the 
country’s international financial position and (2) that, if necessary, 
drastic measures would be taken to economize on foreign exchange. 
Though the mission was anxious to meet State's request, particularly 
since the voice of the State Department representative on the bank’s 
board of directors appeared crucial, it could only with difficulties 
project the country’s balance of payments over the plan period. No 
matter how the figures for foreign trade and payments to foreign 
contractors were corrected to reflect future price and other changes, 
the estimates for the current accounts through 1953 showed a cumula- 
tive deficit of Afs. 222 mullion ($15.9 million). To deal with this, 








Le t-Import Bank, I th Semi-Annual Report, January to June, 1949, p. 3; Press Release, January 
) 10490 

I 46 the bank set aside $24 on ‘‘for its par pation in financing United States equipment, 
ul i f iriou = 1 sul uently “established from time to time indi- 

vidual « lits out of this earmarked fund Export-[mport Bank, Eighth Semi-Annual Report, January 

Tu 49, p. 9; Nintl mi-Ar il Report, July to December, 1949, p, 20 
4) Subsequent events confirmed their fear The volume of production changed little in relation to new 
i by the Government since January 1949 rhe planned publi nd sales did not materializ 
October 1952 and public hoarding was apparently inadequate Demand for imported goods inere 
1 goods to total imp 





M try of Finance cor lered the share of ported consumpt 
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the mission pledged the government to a stricter control over un- 
official foreign exchange holdings and unnecessary imports. But it 
put its strongest hopes on an excess of unaccounted-for sources of 
exchange over the uses to which such exchange will be put.“* In 
other words, the Government conceded that invisible and highly 
doubtful exchange sources would have to be tapped in order to secure 

balance in the accounts 

Yet, as for stricter exchange control, the Government found itself 

a difficult position. Da Afghanistan Bank could keep an eye on 
only about 66 percent of all export proceeds, the remaining 34 percent 
being divided between nomadic tribes and organized smugglers 
EK ffective exc hans oe control applied only to the dolls ar export proceeds 
of whic h sO pe reent had to be sok | to the state bank at 40 to 50 per 


cent below the free-market rate since dollar « xports accou nted for 
about half of total exports, about 7 ») perce ih of all export prov eeds 
were sold at an exchange rate twice as hich as the official one. The 


advantage of the Government’s allocation of t dolls ar earnings was that 
industrial investment needs, ruled essential by the Government, were 
met from the official exchange receipts at the official exchange rate 
thereby providing private business with an incentive not only to buy 
investment goods but also not to use their own exchange earnings 
which fetched a higher price than did the exchange they could buy 
from the state bank. The system supported the 
market—and made it legitimate 

Afghanistan’s Ministry of Finance was convinced that a system of 


free-exchanee 


t 


import controls, allocating foreign exchange in the national economic 


interest, would have to be instituted. gut only a pledge from the 
Minister of National Economy, who had a large personal stake in ex- 
change earning activities, could allay Washington’s anxiety. He had 


civen it, if in a veiled form 


For the last several months Da Afghanistan Bank, in cooperation with the 
(,overnme glee alae considering measures which would either cur the demand 
or foreign exchange by curtailing import or correct the official exchange ra 


\ decision is e saceel shortly.” 


A more strongly worded oral statement satisfied the State Depart 
nent and a change in the exchange rate was proposed if no other means 
were available to correct a basic maladjustment in the balance of pay- 
ments, e. g. to change the veneral trend of xports or imports or 
both.“ 

A more drastic adjustment would have been a change in allocation 
forcing more of the free proceeds into the coffers of the state bank 
But to promise this required a stronger hand over business interests 


V. Resection AND REVISION OF THE LOAN APPLICATION 


An unexpectedly long waiting period followed the filing of the 
Economic Report during which mission members maintained inter- 
mittent contact with bank and State Department officials. M-K oper- 
ations had to be cut back for lack of dollars. Some Afghan officials 


4’ This presumal! bly could refer to either an excess of actual export sales value er declar il 

iggled exports or excess of declared import values over actual pay I Ol 

Ss Economic Rey ie. 'S 218 

6 In the postw u period the Afghan ¢ xch inge rate was adjusted o1 ol J 1948, when the officia 
mnversion rate to the dollar was adjusted I 13 t 14 afg! lustry it rate of 17.5 was 
introduced in March 1949. InJSeptember I! 249 both were adjust 1 20 percent, making the official rate 16.8 


ifghanis to the dollar and the industrial 21 
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felt increasingly apprehensive about program delays while American 
officials slowly acquired the insight and information they thought 
necessary to make up their mind. It was hard for the Afghans to 
understand why the bank needed detailed studies to decide about this 
loan on principle. They did not realize how unknown the country 
was to the American officials concerned and how difficult was the con- 
sideration of a United States Government credit to one of the Soviet 
Union’s neighbors, unwilling to take sides in the political East-West 
conflict 

Rejection of the first request 

Late in May the Bank’s Board of Directors acted on the recom- 
mendation of the bank’s staff for sympathetic consideration of the 
Afghan request contained in the Economic Report. Despite concern 
over the adverse effect of the shift of nomads to sedentary agriculture, 
over transport difficulties in Pakistan, over the irregular trade with 
the Soviet Union, the staff saw promise in the reported favorable 
trade balance, averaging $7 million a year in the postwar period, 
and in the potential export values of the untapped mineral deposits. 
Moreover, financing of part of the plan was considered advantageous 
to the national interest of the United States. 

The Board’s negative decision, which was communicated to the 
Afghans on May 31, was based on the fear that a commitment to 
help the 5-year plan might lead into uncertain future obligations. 
The Afghan request smacked too much of a lump-sum loan, and the 
proposed terms providing for repayment over 18 years went beyond 
the normal practices of the bank. Moreover, bank officials expressed 
doubt regarding the availability, in time, of a labor force large 
enough to man all the projects. 

It was recognized that some projects could not be omitted without 
impairing the effectiveness of others and that the country’s ability to 
repay any loan was based on the concurrent completion of most of the 
projects. Yet the bank preferred (and considered it possible) to 
proceed gradually and let some projects await demonstration of the 
success of earlier ones. The bank would therefore consider another 
request differentiating between projects of first and second importance. 
Although the Afghans did not accept the reasoning, they agreed to 
reexamine their position. 

Minister Madjid emphatically supported the adviser’s finding of the 
projects’ interdependence: 


W at convinces me of the soundness of the proposed projects taken together 


is their economic interdependence. The textile-mill project is dependent upon 
increased cotton cultivation and (b) expanded electric energy and fuel supply 
and improved and expanded transportation services \ switch of arable land 


to cotton and sugar makes necessary increased production of grains, fruit, legumes 
in the Arghandab and Helmand Valleys. Cement and brick production are an 
economic asset to the irrigation and construction projects. Similarly new sources 
of electric energy and coal are essential to the new textile, cement, and brick 
plants linally, increased production of fruits, cotton and meat for domestic 
consumption as well as for export will intensify the ability of the Afghan economy 
to repay the hoped-for loan Clearly the proposed projects are largely comple- 
mentary to each other so that bv withdrawing one, another must suffer. * * * 47 
On the matter of overall size the mission shared the bank’s apprehen- 
sion, though not to the same degree. So it was decided to eliminate 
some less essential projects; others were withdrawn in the hope that 


‘7 Memorandum to the bank from the Minister of National Economy, June 4, 1949 
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funds could be obtained for them in Europe. Thus the small power 
stations, the ginning and cotton-seed-processing plants, the spinning 
machinery for the textile mill, the machine shop, and the new tele- 
communication facilities were eliminated from the list of projects 
proposed for American financing. Of the rest the Minister wrote: 

I am unable to make a similar suggestion in connection with any of the other 
projects. I am of the firm belief that they represent an irreducible minimum of 
investment which we should make promptly. 

All projects remaining on this list were declared equally important 
and the mission requested $42 million from the bank, instead $55 
million. 

Meanwhile M-K’s 1949 expenditures were further limited and more 
non-2 Afghan emplovees released. The Moscow radio glee fully reporte “d 
to the Afghan people that because of too slow progress the Afghan 
Government was canceling the 1946 M-K agreement and deferring 
further work. 

The bank’s proposals for priorities 

The bank had criticized the inadequacies of the mission’s elimina- 
tions and the lack of priorities. It had noted the effect of inadequate 
food supplies on Afghanistan’s 1947 exchange position, when cotton- 
land diversion to wheat had reduced cotton exports and additional 
wheat still had to be imported. For that reason the bank reeom- 
mended top priority to expanding food acreage, particularly in the 
Helmand and Arghandab Valleys, where a small contribution could 
be made to cotton as well.” Furthermore, these two agricultural 
projects would involve about as much risk as the bank was willing 
Lo assume. 

The bank gave second rank to Kataghan cotton and sugar-beet 
acreage expansion although aware of the economic and_ political 
considerations, external and internal, which favored the relatively 
cheap irrigation program in the north. In a third category the bank 
set cement, brick, and tile plants, although admitting their savings 
of foreign exchange. Financial aid for the textile plants was dis- 
couraged because of the large proportion of foreign exchange required 
and the need for a stable supply of cotton first 

The bank’s staff ex xpressed concern about the fact that the Helmand 
and Argh: ind: ib projec ts would not produe e dollars direc tly and that 
the country’s exportable minerals would require more investigating 
work before specific project proposals could be considered bankable 

M-K’s president, recently returned from Afghanistan, supported 
the bank’s position on priorities. Viewing the increased food supply 
as one of the major assets of M-K projects, he implied that the name 
of his firm, and indirectly American prestige, were tied up with con- 
tinuing the Helmand Valley project. He hoped money would be 
available to finish the Boghra Canal and oneof the dams. (But M-K 
assigned a higher priority to the Arghandab Dam than to the Kajakai 
Dam because of the former project’s high fruit potential and exchange 
proceeds from exports.) He praised the Afghan farmer and his water 
husbandry, and assured the bank that reclaimed land would be used 
by the people as soon as water became available. 


48 Loc. cit 

49 Cotton and beet-sugar production could be ir ed wher r lequate f ipply permitt 
manent diversion of land to these crops. Only a stable cotton supply could pr le t j 
industry - , 

The foreign exchange requested from the bank was only $ 


was to come from Europe 
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M-K considered cement and electric powerplants near Kabul next 
in importance. It showed little interest in the Kataghan project, 
apparently unconcerned over the interdependence between the cotton 
and beet-sugar projects there and the irrigation projects in the south- 
west 

M-K warned about making the Afghans repay a loan in less than 
40 vears—the typical pay-out schedule for United States reclamation 
projects. It considered the Afghan amortization proposals reasonable 
since none of the agricultural projects could produce or save exchange 
for at least 6 years after their launching. 

Meanwhile the Afghan Cabinet had split over Minister Mad)jid’s 
industrial projects, which convinced the State Department that the 
Cabinet, unlike the Minister, might agree to a more limited selection 
of projects. Apparently the political foundation of the Minister’s 
bargaining power with the bank was weak. 

Late in June, at a final meeting with Minister Madjid, the bank’s 
chairman informed him that under no circumstances would the bank 
make as large a commitment as $42 million. But the bank would 
consider an application for funds for 1 or 2 agricultural projects to 
get acquainted and start business with Afghanistan. For that pur- 
pose the Afghan Government should submit separate economic justi- 
fication for each of M-—K’s agricultural projects—Helmand and 
Arghandab. The bank might also consider cement and brick pro- 
jects which, if completed in time, might reduce the cost of irrigation 
construction. 

In accepting defeat the Minister made clear that aid for a single 
project would not solve Afghanistan’s exchange problem, since neither 
the Helmand or Arghandab would produce repayment in time to 
start amortizing the loan according to the bank’s wishes.*! For this 
reason the Government would have to secure other means for financing 
the supplementary projects 
Filing the final application 

His bargaining power with the United States Government spent, 
Minister Madjid put further negotiations in the hands of his assistants. 
With the adviser they reevaluated 3 agricultural and 2 industrial 
projects, justifving each on its own economic merits, and treating 
the net foreign exchange required for each as a separate loan with 
separate amortization schedules. They were forced to agree with 
the bank that another drought might again upset the precarious 
balance between domestic food production, production for export, 
and domestic needs. 

The decision as to how many irrigation projects could be given 
priority over industrial projects and how many should be postponed 
hinged on administrative and political matters. In particular, the 
number and character of Helmand River diversion structures in the 
delta area would depend on Iran’s needs, vet there was no agreement 
with Iran on which to base a definitive investtnent program there. 
Hence the delta projects were deferred. The scope of the Kataghan 


In interpreting the bank’s wishes the Minister and the adviser relied on the bank’s General Policy 

nt of September 11, 1945 which read in part: ‘“* * * the bank makes only loans which offer reason 
ible assurance of repayment Che restriction of loan to specific purposes is an important means to this 
ae am ie the spread of maturities over the productive life of a project in order to facilitate repayment.’’ Item 
p. 7. [Italies not in original Subsequently the bank's policy had moved away from this criterion 


See } & below 
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program was reduced so that its small exchange requirements could 
be met from reserves. 

Although the bank did not encourage the mining projects, the 
mission argued that by the time the cement plant was producing, an 


increased coal supply would be necessary. Hence any consideration 
given the cement project had to include modern coal-mining and 
hauling equipment. As a result of these considerations, the total 


amount of foreign exchange needed was down to $38.9 million. 

But the amount to be requested in the revised application depended 
on the state of the country’s exchange reserves which would be con 
siderably lower if they, instead of a large loan, were to finance some 
of the projects. Moreover, the karakul market had remained soft 
since January 1949." Net liquid exchange reserves in the two banks 
were put at $7 million and the other foreign assets were long-term 
and fixed investments. The Government could commit only $4.7 
million of its own funds, not the $23.3 million originally contemplated 
Accordingly, the revised application requested $34.2 million allocated 
as follows: 


Helmand Valley: Milli 
Kajakai Dam 38.8 
Boghra Canal 9. 4 

Arghandab Valley 8. 2 

Subtotal 26. 4 
Coal-mining equipment $. 0 
Cement plant 3.8 

Total 34. 2 


The annual burden of amortization was to be lessened by spreading 
repayments on the cement project from the 5th vear after construction 
through the 11th, on coal equipment from 5th to the 18th, on the 
Helmand and Arghandab projects from the 7th to the 18th. The 
maximum debt service in any vear did not exceed $5 million, but 
because of the compression of large expenditures into a relatively 
short period, interest and amortization payments reached the ar peak 
in 1958, only 5 vears after the end of the plan period. ‘This could have 
been corrected by a staggered repayment schedule providing for equal 
or increasing annual charges. A decision on this depended on a 
further reexamination of the country’s repayment capacity 
Reappraising Afghanistan’s repayment capacity 

This second application presented the country’s exchange income 
over the development period as increasing more gradually and reduced 
anticipated Kataghan cotton exports by half and Helmand cotton 
exports by one-fourth. Conversely, with the textile project post- 
poned, savings from reduced imports were cut to $0.5 million a year 
Increased imports associated with the income effect of the investments 
were computed as they were in the Economic Report. The net 
improvement in the trade balance in the 12-year period starting in 
1954 was expected to rise from $4.6 million in the first year to $14 
million in 1960 and $20.8 million in 1966—the vear of the last amortiza- 
tion and interest payment. The aggregate trade surplus over the 
12 years was almost 4 times as much as was needed to service and 
repay the loan. No allowance was made for the cost of imported 


8 In mid-1949 the inventory value of the 1.3 million Afghan skins in New York warehouses averaged 
$7.10 each, compared with $9.50 the year before 
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investment goods and services needed for the later development 
programs 

The adviser warned against filing such optimistic forecasts * but 
the mission had been instructed to use M-K’s estimates of the export 
proceeds which primarily accounted for the projected upward trend 
in the trade balance. But the adviser succeeded in having the follow- 
ing reservation inserted in the loan application: 


[There are] two kinds of contingencies which confront [the Export-Import 


Bank] in connection with this application. In the first place, the calculations 
presented in this application are in part based on estimates and * * * may prove 
to be too favorable in the end In the second place, in the nature of the proposed 
projects lies a certain risk associated with adverse weather conditions, danger of 
plant disease, and other natural obstacles to the achievement of the production 


and ¢ xport goals.*4 


The application concluded that only by undertaking the 5 projects in 
the application concurrently with the cotton-expansion program in 
the north and the Sarobie power project near Kabul would it be pos- 
sible to provide the Afghans with the benefits held out by the 5 
projects 

Reservations in the State De partment and the bank 


In the State Department doubts were expressed about the Afghan 
Government’s ability to provide the continuous and coordinated 
technical and administrative direction called for by the Helmand 
Dam and Canal projects. The bank’s response was that existing 
industrial plants had demonstrated the availability of some managerial! 
talent and that M-K’s president had assured them that, with prodding 
and perhaps a few supplemental M-K development contracts, the 
projects were not beyond Afghan administrative capacity. Further- 
more, as the Afghans pointed out, their underdeveloped government 
could only develop when entrusted with sufficient tasks 

The State Department also had some qualms about the trustworthi- 
ness of certain Afghan groups. It was feared that funds might be 
misused. The bank’s examiner, in response, reported to the bank’s 
board that it would seem that “our interests there * * * may be as 
well protected as in several other countries.” 

Furthermore, the bank would be protected by M-K vouchers, since 
all the borrowed funds were to be used by M-K 

Nevertheless, to satisfy these doubts and help the bank establish an 
overall loan limit, certain reassurances were requested by the State 
Department. Some Afghan answers were satisfactory. Foreign 
exchange resources had stopped falling since August; dollars held 
the United States by Bank-e-Millie had increased by $1 million since 
the end of the last fiscal year. Karakul sales in New York had been 
brisk (albeit at the low average price of $7 per skin); liquid assets of 
the Afghan-American Trading Co. had improved and the inventory of 





Cutting the estimated trade carpi n half would have left a wide enough margin for unforseeable 
t 1export markets and mp t prices and still been more thar lequate to satisfy the most conserva 
tive criteria of repayment capacity 
Application for Credit from the Ex} vort-Import Bank, t 15, 1949 
Minister Madjid’s negotiations with M -K over a $13.5 contract for this power project broke 
low! er the high stateside cost and the contractor’ fter the Export-Import Bank loan agree 
el \ l ned ,cont if wit mat firm was consumr 
% | ie final instan¢ wa I Ma 1 s record of acl ents as an entrepreneur, his reputed 
tale r gett thin ne, a bank aa that he and his group remain in power which allayed the 
bank ibout Af ; ad \ noompetenc 
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1.3 million skins as of September 0, 1949, provided evidence ol 
normal business volume 

New trends in internal finance were less reassuring to the bank 
While the increase in Da Afghanistan Bank loans to the Government 
had been partly offset by a reduction in loans to business, the Govern- 


ment’s 1949-50 combined reg ar and dey lop nent | idget showed 
actual revenues lagging about 15 percent behind budgeted figures 
But the overall deficit of 82 million afghanis ($4.7 million) was less 
than the development expenditures. The expected business increas 


in agriculture and foreign trade had failed to naterialize, howevet 

The bank questioned the high proportion Of a 
expenditures (80 percent) even after 3 vears of | 
ment stock and permanent camp installatior 
opportunity for savings in personnel cost n| 
and Philippine staff instead of Americans) and in engineering (b 
close integration of equipment use on the two dams and perl 
less mechanization These questions were answered when M-K 


presented the mission and the bank with appreciably lower dollai 


Ollar to total proye 
yuilding up of equip 
M-K It saw an 


' 
loving more Italian 





up by 


requirements, after eliminating cost estimates fo nprovemments to 
the irrigated land and reducing the contractor’s fee from 10 percent to 
12 percent primarily on account of the expected hnerease mm con 
struction volume. Only 21 million in dollars was needed for the 
3 agricultural projects instead of the $26.4 million included in the 
application 

M-K’s president tried to allay bank doubts about the Afghans 
ability to carry through to the final stage the utilization of water and 
land: the Government had agreed with M-kK that it would concentrate 
its limited managerial staff on the agricultural projects 
Furthermore 


* * * the farmers * * * hay t * developed a technique for such servie 

(and leveling, water control * peculiarly adapted to their country and 
which is the method of irrigatior they understand and k1 

The major officers in charge * * have all beet ra | ypera irg 


enterprises Provision will be made with tl contractor for inst! 


and demonstrating the operation of all major installations 
The bank was not ready to accept this assurance without further staff 
exploration, particularly of the cost and time it would take to prepare 
plans for optimum use of water and land 

The bank also questioned some of the projects’ engineering aspects, 
particularly the lack of data for a safe determination of the height 
of the dams and spillways and of agricultural reconnaissance surveys 
for planning the ultimate use of the irrigation water 


7 In submitting the new data the 


the hoped-for credit and also guarantee a ippl k t w Y Irrie etter to Exy 
Import Bank, October 21, 1949 

* M-K letter to Abdul Rauf, September 21, 1949; let Rauf to bank pt ber 22, 1949. ‘T 
timing of the construction of 2 dan enerated alone savir $1.1 After a I uct 
the coal-mine equipment-cost estimate, t loan request w iown t on 3 ef the bank 
its decision 

September 27, 1949, oral statement by H. Morrison to bank 

60 M-K letter to Rauf, October 10, 1949, copy to bank 

61 This reservation must not b ised with t bank ( t t ult { M-K 
experimental crop-growin But bank off i I i] t 
run benefits from the project See F. O. Youn R t Y¢ A ultu Vork \ 


July 1951 
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The bank’s engineer concluded: 


No responsible engineer would risk his reputation on projects of the magnitude 
of the two dams if they were to be built in the United States on the basis of such 
ineager data as are available in Afghanistan.” 

Yet the bank was finally swayed by the contractor’s placing of faith 
in empirical methods rather than on nonexisting or unre liable records. 
The calculated risk was taken—start developing a very underde- 
veloped area without spending several million dollars and another 
ear or two in more surveying.” 

The loan is granted 

In November 1949 the board of directors accepted the staff's 
recommendation of a $21 million loan, equal to the gross dollar require- 
ments of M-K’s Arghandab, Kajakai Dam and Boghra Canal projects, 
including cost of fuel and lubricants, for which M-K expected to pay 
dollars in Pakistan, and a contractor’s fee of about $2.3 million.™ 
Although the board considered exaggerated the economic justification 
of the agricultural projects, in view of the small scale of the experi- 
ments by M-K’s agronomist, it agreed that 
the potentialities of the [agricultural] projects appear so great that even if 
the claimed benefits are discounted substantially * * * the resulting benefits 
could still be of a magnitude which would justify the undertaking of these im- 
portant projects.” 

The board felt that about $7.5 million more would have to be spent 
by the Afghans for land preparation, local irrigation canals, drainage 
ditches, and access roads before the regularized water supply could 
be fully exploited. Therefore it withheld approval of the Arghandab 
Dam until adequate data indicated what would actually be required 
to complete an integrated irrigation system there. As a further pro- 
tection, the board decided that a proviso be inserted in the loan agree- 
ment pledging the Afghan Government to supply adequate dollar 
funds in excess of the credit to complete the projects (article II of 
loan agreement, January 17, 1950). 

Considerations le ading the board to override many of its staff’s 
reservations reflected a convergence of national political and economic 
interests. In the first place, the loan was in line with United States 
financial policy—rendering aid to underdeveloped countries, not pri- 
marily to cover a balance of payments deficit, but to increase the 
total resources available for economic development and _ essential 
social services. Secondly, the bank had become aware that American 
prestige was closely linked with continuation of M-K’s work and that 
political advantages could be obtained by allocating dollars to M-K’s 





62 The engineer was referring to 1949. In the early years of reclamation in the United States engineers 
did undertake this risk 

63 Assured by M-K’s president that the storage and diversion structures would regularize and increase the 
water supply for Iran as well as Afghanistan, the bank considered the credit before Afghanistan and Iran had 
reached any agreement—a move which antagonized the Iranians. In 1951 a neutral Helmand Commission 
made recommendations for a fair division of water Meanwhile large Iranian landowners began building 
a large concrete diversion structure, without any arrangement with the Afghans. See Report of the Hel- 
mand River Delta Commission, February 1951 As of June 1953 still no formal agreement between the two 
countries had been reached 

** Mild pressure on the bank by M-K’s president can be surmised. M-K felt morally obligated to do all 
it could to enable the Afghans to obtain the maximum benefit from the money already spent on M-K As 
of September 1, 1949, the Afghans had paid M-K $11.1 million for purchases in United States and Pakistan 
and $8.9 million for services and purchases in Afghanistan (inclusive of a $1.3 million contractor’s fee) 
About $4.6 million of this was the value of machinery, equipment, camps, and shops. M-K letter to De- 
partment of State, September 29, 1949; M-K admitted that ‘‘there should have been more * * * to show for 
this large expenditure.”’ 

68’ Memo of bank staff to bank board, November 3, 1949 

The $3.5 million originally included in the Arghandab and Boghra cost estimates for such additional 
investments had been eliminated from the final estimate filed with the bank, 





OBTAINING FINANCIAL AID FOR A DEVELOPMENT PLAN 35 


projects. In fact, the proposed loan contract with the Afghans in- 
cluded a clause stipulating that— 

Prior and as a condition to any advance under the credit Afghanistan shall 

have entered into a contract with * * * firms * * * acceptable to the bank 
and * * * that the contract * * * shall be satisfactory to the bank (art. V of 
loan agreement). 
This standard stipulation reflected the bank’s policy of permitting 
the borrower freely to select a United States construction firm. But 
having financed the contractor’s dollar expenditures from their dwin- 
dling reserves, the Afghans were anxious to avoid further delay in 
obtaining access to the bank’s funds. Working out a contract with 
a substitute for M-K would have entailed lengthy negotiations with 
a’ newcomer and examination of the proper qualifications by the bank. 
Under the circumstances, the expedient approach was to continue with 
M-K. 

In determining the amount of the loan, the bank was guided by 
three major considerations: (a) The maximum amount of the debt- 
service burden the Afghan balance of payments could absorb over the 
average repayment period the bank had been granting for loans of 
this kind, (6) the amount of investment which could make the greatest 
contribution to close the intermittent food deficit in the Afghan 
economy, (c) the minimum amount necessary to enable the Afghans 
to give M-K an economical volume of business. The answer to the 
first question, depending on various assumptions about the export 
potential, ranged from $20 million to $25 million. The second 
criterion demanded the construction of the two dams and canal 
works which cost $21 million; the third criterion indicated a dollar 
business volume of not less than $7 million a year. 

The inclusion of the cement and coal projects as complements to 
the irrigation-construction projects might not have been in conflict 
with the above considerations. But these two industrial projects 
involved extensive road-construction work and the erection of a 
powerplant, both shrouded in considerable engineering and economic 
uncertainties. By confining its loan to three irrigation projects the 
bank hoped to reduce the risk in the gamble it assumed. 


Discussion of credit terms 


The bank’s January 17 draft agreement did not tie the amortization 
period and payments for each project to the economic returns on the 
investment in each project. It provided that all repayments should 
begin 6% years after the agreement’s date and run for not more than 
9 years. Since the loan disbursements were determined by the con- 
tractor’s progress (consuming at least the 34% years se ‘heduled) only 
another 3% would remain in which returns from the projects could 
contribute to the first loan-repayment installment. To the mission this 
seemed too tight a squeeze. It argued that if the credit was designed 
to finance individual projects, repayment terms should reflect the 
different projects’ payout schedules and be staggered. Furthermore, 
a fixed schedule did not take into account possible construction delays, 
and, consequently, delays in disbursement of the credit. 

The bank rejected the Afghan proposal = staggered and stretched- 
out repayments on several grounds: (a Too long a repayment 
schedule might encourage the Afghans to tt slowly; (6) staggered 
repayments would be difficult to administer; (c) any amortization 
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schedule not starting on a fixed date would lead to an uncertain com- 
mitment of funds, with the result that the bank would never know 
how much money would be flowing back at what intervals—a serious 
obstacle in planning loans to other vovernments True, the economic 
return of comparable domestic United States reclamation projects 
ordinarily served as the determining factor in the amortization of 
loans to settlers because the borrower could not rely on returns from 
other assets. But this rule did not apply here: the Afghan Govern- 
ment repayments could be tied to many other government assets, 
such as export and production taxes 

ln commenting on the generous terms of the loans to Israel and 
Indonesia (noted by the Afghans), bank officials made clear that these 
loans were in a category by themselves. In each case, the United 
States Government, for overriding political considerations, felt it 
should help the establishment of a new state. And in each case, the 
bank, aware of the borrowing country’s grave problems, had assured 
itself that previous investments from other sources, particularly in 
agriculture, had reduced imports and/or increased exports. 

The mission had — to recognize that the bank had actually 
become more flexible in determining the appropriate spread of loan 
maturities. Originally rh bank restricted loans to specific ee sin 
ord r to assure re payme nts whie hy were conceived as being determined 
by “the productive life of a project.”. But since 1946 the bank had 
found this principle unduly restrictive, since it would exclude some 
reconstruction and development loans which would generate wide- 
spread economic benefits, even if the country could repay. 

It became clear to the mission that the varied conditions under 
Which loan requests were made did not permit the bank to establish 
objective and uniformly applicable criterta—unlike certain com- 
mercial banks following precise risk criteria. So the credit agreement 
draft was acescpted on March 1. But the Afghans had gained the 
impression that the terms could be renegotiated in the event of 
unforeseen developments 


Vew contract with M-K 


Negotiations with M-K over the contract that had to be signed 
before bank funds were released became a series of snags. Three 
controversial issues were of concern to the bank. 1) In the proposed 
draft contract the Afghan Government was to be kept fully informed 
of the amount and type of procurement in the United States, but the 
responsibility for the amount and types of purchases was to be the 
contractor’s. The Afghans proposed that M-K, in purchasing, act 
as Afghan Government agent, subjecting engineering plans and 
purchase orders to approval by the Afghan Government and_per- 
mitting it to determine wages, construction methods, and subcon- 
tracting. M-K demanded full confidence in its ability to handle 
both functions, engineering and construction, and after threatening 
to transfer to the Goverament all responsibility (which the Govern- 
ment neither wanted nor could handle) M-K won its point. At the 
bank’s suggestion, however, the final contract text (April 20, 1950) 


Export-Import Bank, General Policy Statement, September 1945, item Cc), m7 
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provided that consultants selected DY MI-K. and roved by th 
bank, the Afghan Government, and the American ociety of Civil 
Knemeers were to certify twice a year LO the contractor's complanes 


or noncompliance with standard American engineering practices and 
the presence or absence of negligence, misconduct, bad faith, and 
carelessness The consultants’ findings were to be final 
2) The “percentage lee plus adjustable target estimate was the 
second Issue between the Afghans and M-IKx Wh I oncerned thre 
DaDk The contractor preferred a xed fee bas on a relatively 
high percentage of a relatively high estimate of ta st A com- 
promist was worked out: the fixed fee was subyeet to ac istment only 
if quantities or prices of materials and equipment or Afghan wagi 
races changed 1 @l percent of the cditberenc ry veen actual and 
adjusted estimated cost was to be Lid » the contra 1 ca ol 
savings, to the Afghan Government in case of excess even this com 
promise was staied tol 9 weeks of dickering over the ¢ percen O 
undet Vilig tha fixed Le Agreement was reac! i on 6 percent on 
M-is COnha mm) tha Arg ( by Wat OV O hicl 
Was sl habey Lee as ( li | 1) 
a Veropnn ( | \ \ Vi 
iv e third I Doubttul Doul I pir ( "| 
\ hout intial Turtl L\ hat i-IN 
urvev | rly oO esti Live \ | CeSSHly 
feanwhile the Afghan Government acce] Lol hie 
development WOrk with o withe l | COnULPUS 1) By i arch 


| ly recOnhalssance ih hye Argbandab \: 


d about $269,000 worth of attention Q)} \] 1 Un | 


Ait al i ( i" 
1 Ss idol requested threat thie \ handab i ( ea lo 
ban hancing since I i it ul esti a 1 l 
i-l. contract the Afghan Governmet pern 
eC Ci erhme hh sk \1 IN O Cal ( Lidl -<¢ ) l i \ I 
nv ol the t | reg b li pl ryan s even hougl ! YW s 1) 
il Thus tl Governme! obtained Db i} 
\ LiLil¢ 1) iam dad th oOah 7reement Was s \ Pili 2 - 
Clause Propos d by tl Al hat Wi \ \ ais oO | 
vuuild be used for additional irrigatio1 projects aq vy the banl 


Vl. AFTERMATH OF THE LOAN AGREEMENT 


When the loan agreement was signed, Afghanistan’s Couneil of 
Ministers had still not passed on the revised o-Vveal plan (Jpinion 
became more sharply divided, with alarm expressed over the de- 


pletion in dollar reserves, the hig h cost of M-Ikx projects the rising 


cost of living, and the high cost of cotton textiles Some Afghans 
distrusted Munister Madjid’s shrewd business methods; others 
resented the lethargy of the roval family (which included the Prime 
Minister) toward economic development [In June Parliament de- 


manded explanations from Minister Madjid, which he apparently 
failed to pro, ide The loan agreement and the new M-K contract 
were tabled. In the course of a dispute with 

1 


exchange allocations the Minister resigned (June 1950 Over the 


he Prime Minister ove 
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summer uncertainty reigned. Many officials feared to lose their 
jobs in the continuing squabbles over economic policies between the 
business group and the Prime Minister upon whose political power 
Minister Madjid’s development program had encroached. M-K 
prepared for a drastic “‘surplusing’”’ of men and equipment.” 

In September the Cabinet finally approved $4 million for M-K 
roughly following the previous year’s expenditure rate) and on 
October 12 the loan agreement was ratified by the Lower House of 
Parliament 
On January 1, 1951, the Ministry of Justice issued a legal finding 
that under Afghanistan’s fundamental laws the international credit 
agreement legally bound both parties. In March New York’s Chase 
National Bank was officially advised that letters of credit issued 
favor of the Afghan Government and complying with the loan agree- 
ment would be honored by the bank. Within the month, the Afghan 
Government had borrowed $4.8 million. Its first interest payment 
of $28,376 was made on the agreement’s first anniversary, April 21, 
1951] 

Construction projects on schedule 

Besides receiving quarterly progress reports from the Afghan Gov- 
ernment the bank sent an engineer in March 1951 and its secretary, 
an engineer, and an economist in April and May 1952 to inspect 
project sites. The second survey group found the Arghandab Dam 
proceeding according to schedule.” Unexpected ease in building 
tunnels and embankment protection and the unexpected proficiency 
of Afghan workmen had saved $2.5 million. The bank’s 1952 team 
also learned that the original acreage estimates were too low; 156,000 
acres could be irrigated, adding 56,000 acres (not 20,000) to fully 
irrigated farmland. 

On December 27, 1952, the dam was formally dedicated. 

On the Boghra Canal project M-K had maintained the predeter- 
mined time schedule and saved some $600,000 in direct cost.” But 
the timing was not coordinated with other activities. Planning and 
designing had fallen behind: 

The construction schedules to maintain uninterrupted operations for the 
contractor are pushing the engineering planning, and the engineering planning is 
depending on the agricultural planning, so the latter becomes the control for all 
operations 75 

In contrast, at the Kajakai Dam rock- and earth-fill operations had 
become unbalanced because of equipment breakdown and_ other 
inefficiencies. Unexpected seams in the foundations and abutments 
developed. Delivery was delayed on badly needed drills, compressors, 
and valves. While completion was expected in time for the 1953 
spring flood, a small overrun in direct cost was anticipated. 

When in June M-K announced that work would have to be halted, an interim allocation of $1 million 
was made by the Afghans with M-K committing $200,000 of itsown. The delay’s cost was estimated at $1 
million and idleness in Afghan workshops added to cost but not to progress 

724 rapprochement between the Government and the business group revealed the Government’s 
dependence on the latter for implementing the private investment program to which Da Afghanistan Bank 
and many a royal family member were tied by shareholdings 
7 Embankment work was completed 2 months early. Tunnel and spillway work was postponed until 
August. The diversion tunnel was closed in time for storing the 1952 spring flood. During June the maxi- 
mum water level was reached (storage capacity amounting to 385,000 acre-feet) and release of water started 
Equipment was ready for transfer to Kajakai according to plan 
™ Boghra concrete works and canal protection against surface runoff were completed to kilometer 51, with 
water available during the winter of 1952 for 60,000 acres. Shamalan branch excavation work was 80-percent 
complete. Work here was complicated by the canal’s use as normal water supply source for about 46,000 
cultivated acres along its 66-kilometer course 


’ Export-Import Bank Mission to Afghanistan, Engineer’s Report, June 23, 1952. Also bank letter 
to Prime Minister, May 19, 1952, and M-K, quarterly progress report, April 1 to June 30, 1952. 





OBTAINING FINANCIAL AID FOR A DEVELOPMENT PLAN 39 


Total net savings on all three projects were expected to be $2.3 
million ($1.7 million in dollar exchange). 


Development delays along the Boghra Canal 

Serious delays developed in preparing Boghra land and selecting 
settlers. Inadequate thought had been given to such problems as 
optimum size of land units, settler priorities, village location, com- 
munity organization, and reimbursement to the government for land, 
water, and services. There were not enough trained Afghans in the 
government to handle all the administrative machinery, some of the 
few available having left the government along with the Minister 
of National Economy. Consideration was given to hiring foreign 
advisers for the purpose, but there still had to be an internal mechan- 
ism for the advisers to fit into. 

In early 1951 the Afghan Government gave M-K the task of 
reclaiming, preparing, and helping to settle 16,000 acres along the 
Boghra. The settler, taking over after M-K had delivered water to 
the highest point on the farm plots, was to receive government help 
in building his house, seeding, cultivating, and controlling his water 
supply. Reluctantly assuming this responsibility, M-—K insisted on 
close cooperation with the bank, since the lender’s pressure might 
be needed for the Afghans to implement their assurance that settlers 
would be put on the land in time to use the ample spring waterflow. 
The bank in turn encouraged M-K to take a position of “firm and 
friendly leadership and guidance.”’ “ 

The bank’s first inspection in March 1951 revealed the lack of 
administrative machinery to get settlers settled in the Helmand 
Valley as construction progressed. Inexperienced, overly centralized 
government departments issued conflicting instructions, functions 
were unduly divided between the capital and field headquarters, and 
progress in training Afghans for development operations was slow. 
Only 3,570 acres were under irrigation, on 1,570 of which M-K grew 
wheat and hay for its own use. An additional 1,800 acres awaited 
settlement. Authorized settlers numbered only 150, with 375 more 
awaiting “processing” in Kabul. Nomads had started squatting, 
preparing to take water without waiting for allocation of plots. 

Drainage was surprisingly poor. Without an underground-water 
survey little could be predicted about seepage losses. But it could be 
noted that the water tables in M-K farm wells had risen to within 2 feet 
of the surface, bringing plant-killing salts to the upper land layers and 
waterlogging the richer bottom lands along the main riverbed. ‘The 
bank recommended the installing of drainage canals and pumping 
water to higher lands for irrigation there. More crucial was the need 
for better ‘training in economical water use and prompt repair of 
leaks.” 

Although the Economic Report of 1949 could have left no doubt, 
the bank’s engineer was taken aback by the mere 3 inches of sandy 
loam covering clay loam and gravel on most of the Boghra lands. ‘The 
poorer soils produced only 15 to 20 bushels an acre and the better, 25 
to 30, half the American yields on reclaimed land. The marginal 
land produced only 200 pounds of cotton per acre, but the loam pro- 





7% M-K letter to M. Chouaib, January 28, 1951. (Chouaib represented the Afghans in the United States 
in M-K matters.) 

77 Unpredictably, gypsum (guch) formations in and under canal banks had caused excessive seepages and 
the collapse of affected portions of the banks because of gypsum’s water solubility 
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eed 1.300 Alfalfa, demanding a less deep topsoil, was doing 
better on both kinds of land 
In May 1952 the engineer reached 3 conclusions l The arbi- 
ly set size of the settler’s standard plot 10 to 12.5 acres) was 
lefensible as an economic unit for a family of 5 He recommended 


ap 


loe 


United Nations technical assistance sample survey to determine 
propriate sizes under varying soil and crop conditions 2) The 


h accommodat 


' ‘ 


ation of village centers at 4 kilometer intervals (eae 
tS family s would have to be changed to save cood soil and top- 
phy >) The most economical crop assortment would be irri- 
ted pasture wheat, nna ve etables Wheat. the standard crop of 


lmand farmers, should take no more than a fourth of the acreage 


This was a revolutionary finding which most settlers did not heed 


plant ad 90 percent ¢ f their new land in wheat But the size of 
tandard plot was increased to 15 acres 
Poot production inevitably affected settler imeom«e In 1951-52 


acre ov farmsteads averaging Ld acres 


>) units crossed only $29 per 


neome might have been doubled if they had diversified crops 





and produced sts ndard Vit lds instead ot concentrating on whi tut and 
product half the tandara vield (s it was, even on a 25-acre farm 
e NI-K recommended as an economical averag the gross 

e for that crop year was barely half the mimimum living expense 
family of fi with no a lowance ior taxes, operating expenses, 

na Tixed ¢ hare Ol h yuse and tools How und r such Cire umstances 
he Goverument could expect reimbursement for land and | uldings 
d thus be wssisbead im repaving thre American loan was difficult Lo 
Yet settlement made some progress: by the middle of the 

52 crop vear 4,000 acres were under cultivation by Afghans, 
ve of 2,000 acres turned over to a Government experiment 
Concerned ove settler mcom low a] than anticipated and dev ‘lop 

I costs higher (especially because of the need for drainage works 
I xtension services) the bank and the Afghan Exploitation Com- 
n on agreed not to build one Boghra branch (23 kilometers, at 
$844,000, leading to second-class land), hoping the proportion of good 
» poor land in the remaining project area would be increased.’ 





this case the lack of adequate advance surveys was remedied Dy 


nition Of erroneous construction estimates. 

New difficulties emerged late in 1952. Although by then 10,500 

the 16,000 acres prepared by M-K were cropped, only 1,500 were 
( hy ttlers: 6,000 were farmed by or for large landowners 


a whale more nomads had settled on nonirrigabl land, and about 
r applications awaited processing. To settle a larger 
ver the Exploitation Commission had reduced the farm unit to 


acres, vel the settlement cost pel farm unit had become 20 per- 
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cent greater than, originally, the cost for 12.5 acre units. At the 
existing rate, bank observers did not expect more than 2,000 addi- 
tional home units by the end of 1952, just enough for the acreage 
being prepared by M-K under its first land-development contract. 
(But by the end of 1952 some 60,000 more acres could have been 
ready for settlement under a new supplemental contract being dis- 
cussed with M-K since June. 

The bank’s engineer informed the Government that the develop- 
ment of the valley’s resources would require a further outlay of $46 
million, including the cost of settlement and the training of technicians. 
He recommended an autonomous valley authority to coordinate 
ministerial activities, provide extension services, and manage the 
water supply. 

The bank’s subsequent pressure, which some afghan groups had been 
hoping for, did result in the establishment in July 1952 of an autono 
mous Helmand Valley Authority directed by the Governor of Herat 
Province, a capable administrator and politician. The Government, 
supported by American and United Nations technical assistance 
officials, gave supreme powers to the authority-—-a fact which led the 
bank’s engineer to warn: 





There is a strong possibility that ministerial and political prob] e 
develop. The Helmand Valley is a large segment of the country * * * The 
already weak (regular) Government agencies will be drawn on for staff for the 
new commission and will be further weakened * * *, The Export-Import Bank 
cannot tell the Afghan Government how to run their business, but it certainly 
should use all influenee possible to help them se pa ind rking orgs 
tion. The bank should certainly obtain a full understanding of the final ] 





The bank considered the most serious issues to be the lack of ad- 
vance timing of the various development phases, permitting survey 
ing, reconnaissance, and land classification to stay sufficiently ahead 
of land preparation, and the plotting of irrigation ditches and farm 
units. It became clear to the bank that problems of organization, 
planning, financing, and operation were too large to be handled by the 
limited number of qualified Afghan personnel available to the Govern- 
ment under existing political conditions Lt expressed the hope that 
United Nations and United States technical assistance missions and 
M-K cooperate with the Afghans to secure the benefits of the bank’s 
investments. But such was not forthcoming for some time. 


International complications over Helmand water use 

Ever since its engineer had returned from his 1951 imspection trip 
the bank was concerned over the lack of an understanding with Iran 
concerning the division of water in the Helmand delta. In early 
1950, under United States pressure, Afghanistan and Iran had agreed 
on a neutral technical commission 
* * * to recommend to the Governments an engineering basis for a mutual 
accord regarding the apportionment of the Helmand River Water; to recommend 
technical methods by which the shares of water may be allocated (after agree 
ment thereon).® 
An interpretive note of the State Department said that the commis- 
sion was expected— 
* * * to determine what quantities of water have in the past and do at present 
reach the delta area and shall study the effect * * * of works now existing, 
in construction or in present contemplation. 





& Export-Import Bank Mission to Afghanistan, Engineer’s Report, June 23, 1952 
8% Report of the Helmand River Delta Commission, Washington, February 1951, p. 4 
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The findings, factual and advisory, had a bearing on the merits of 
the bank’s loan to Afghanistan. 

In its report, which was not released until the summer of 1951, the 
commission referred to two British arbitration awards (1872 and 1905) 
providing that no irrigation works were to be carried out on either 
side of the Helmand interfering with the requisite supply of irrigation 
on both banks of the river in the delta. Subsequently the initiation 
of upstream irrigation structures by the Afghan Government had 


revived the Iranian’s dissatisfaction with the earlier awards and the 
1947 drought had heightened their apprehension. 

The commission’s findings about current and potential cultivated 
acreage were less optimistic for the Afghan side than were those of 
M-K: only 36,000 acres were actually irrigated in the Afghan delta 
with twice that much irrigable, whereas M-K had set the potential 
at 200,000 acres. In contrast, on the Iranian side there were 150,000 
acres under irrigation (not 50,000) with twice that much irrigable. 
So regulation at Kajakai would benefit the Iranians three times as 
much as it would the Afghans, as far as the delta was concerned. 
‘To the commission Minister Madjid had pointed out that before 1939 
the deeper river bed of the Afghan arm of the Helmand had provided 
\fghan farms (in the Chakhansur area) with summer and winter 


water, permitting two crops each year. During the 1939 flood the 
level of the beds had shifted to favor Iran, forcing several thousands 
of Afghan families to move away. Moreover, apparently accepting 


the deepening of the bed of their arm of the river as permanent, the 
Iranians had completed the first of two reinforced concrete diversion 
dams spanning the full width of their arm of the river without giving 
assurance that the water level would be kept high enough to permit 
adequate flow into the Afghan arm.** Cooperation on the customary 
annual rebuilding of earth-fill diversion structures at the bifurcation 
had been abandoned. An Iranian claim to a share larger than the 
traditional one-third of the water could be expected. While these 
moves could be interpreted as responses to the unilateral initiation 
of the Afghan Helmand projects upstream, Minister Madjid threatened 
to use “economic persuasion” since Afghanistan controlled the entire 
upstream river flow. 

(s the commission remarked, despite kinship in language and culture 
and a common destiny (with respect to water), the people in the delta 
had allowed the political boundary, coinciding with the middle arm 
of the river, ‘“‘to become a barrier to the simple operation of the joint 
irrigation of the delta.”’ Without specific reference to the bank’s part 
in the Afghan projects, it eloquently warned both Governments 
against competitive construction programs: 


The present plans * * * in the delta include expansion far in excess of the 
capacity of the water supply Past history, as indicated by the ruins of irriga- 
n works of long since departed civilizations, is replete with the evidence of 
goles to make such (expansion) dreams come true. The remnants os 
speak for themselves of the limiting factors , 


Che difficulties of making diversions will not be over until some control works 
are placed in operation through cooperation.® 

Abdul Madjid Khan, November 1950, reproduced in Helmand River Delta Commissio 

149. Details ont Lar ire from Prof. Richard N. Frye’s unpublished description of his t 
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With particular regard to the Kajakai Dam and the Boghra diver 
sion and canal works, the commission recommended that the rate of 
storage in the reservoir should be so limited that the required normal 
flow to maintain the existing uses in the delta would not be depleted 
Since it was evident that, without the benetits of storage, SJochra 
farmers’ withdrawal of water in the low-water months would reduce 
the normal flow in the delta the commission advised against any faste 
development of the Boghra lands than then contemplated 60,000 
acres by the end of 1953) and added that “harmony may be reached 
on this point if water is diverted * * * only when sufficient flow is 
available in the river for both (i. e., delta and upstream) uses.” Ri 
valry over the delta water supply was in danger of being heightened 
by the Afghan Government’s natural desire—shared by the bank and 
M-hk to establish the Boghra’s repayment capacity as quickly as 
possible. But the delavs in Boghra land development temporarily 
postponed a serious clash over water claims. Bank and Afghan Gov 
ernment officials hoped that the completion of Kajakai in 1953 would 
promote the chances of an agreement between the two Governments 
At the time of writing, the Afghans had accepted the factual findings 


1 
} 


of the commission as a basis therefor. 
Second loan application 

Increasingly concerned over the approaching exhaustion of the loan 
funds and the threat of work interruption and aware of the continued 
interest of the bank and the contractor in the completion of the 
land-development program for areas supplied with water from the 
new reservoirs, the Government in September 1952 accepted most of 
\I-K’s earlier proposals for additional construction. It authorized its 
Ambassador in Washington to proceed with a new credit. The 
January 13, 1953, application for a $20 million second loan en- 
compassed not only the opening up of new land under the Arghandab 
Dam (29,000 acres) and under the Boghra Canal (78,000 acres 
hut also the improvement—through better drainage and water control 
facilities—of the existing irrigated acreage in both areas (127,000 
acres altogether). The dollar cost of the proposed projects was 
put at $6,200,000. To boost acre yields in the Boghra area the 
Government declared itself willing to try out larger individual farm 
plots (25 acres) combined with a community pasture system under 
which each settler would have erazing rights on additional 23 acres of 
community property. 

A second category of projects included the Arghandab power plant 
$2,100,000), a chrome mining program ($400,000) and a comprehen- 
sive soil survey of the Helmand Valley ($1 million). Obviously 
influenced by social and political considerations, the Government 
also requested $4 million for improving and paving 119 miles of country 
roads in the Eastern Province, mostly radiating from Kabul, and of 
19 miles in Kabul proper and its suburbs. $900,000 was needed for 
putting a black top on the Spin-Baldak road. To support the new 
and older road projects and to launch an adequate road maintenance 
program, the application also requested $1,300,000 for maintenance 


% Op. cit., p. 12 Che flow needed for the Iranian delta was estimated at 000 acre-f 
fourth of the K tor 1 : ] ‘ 

70,000 acres. Either proportion might hay rved to persuade I 

Kajakai Dam cost Chis 

Madiid as being outside | 
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and shop equipment. In late recognition of a pervasive handicap 
In economic development, the Ambassador wrote the bank 

Under present road conditions the deterioration of vehicles is rapid, and the 

t of repairs, parts, and tires is in dollars * *# There is a constant increase 

rafl re liting eact! vear 1! the increase ot the discrepancy hetween the 

ce ive operating cost and the cost of road inprovement which would be 

t to elin te the excessive portion of the operating cost Any reduction 
excessive Wear [of vehicles] will reduce the requirements of dollar exchange.*? 


The estimated dollar cost of the eight projects was less than the 
amount of the desired new loan, it being anticipated that from among 
the many remaimimng development opportunities the most vital ones 

] 


could be determmed only as work went under way. Here then was a 
request for earmarking approximately $4 million for saulaeiin not vet 


lhe economic justification backing the individual projects reflectec 


on. thi whole, a@ more conservative outlook on crop vields and, re- 


payment capacity LO vears for the agricultural projects 53U vears 
for the power project But the improvement in the overall exchange 
earning capacity of the country was uniquely linked to a hoped-for 
Increase in agricultural exports to India by approximately $5 million 
au Vear some time in the future. Competition with Pakistan and 
other suppliers of India was ignored as were the mneeS ased import 1 
quirements of Afghanistan itself. A narrow regional approach to the 
exchange shortage Vas evident in the failure Lo take account of the 


Impact of the progress Made mn the textile industry in the north and 


Ot tty Sarobi power project nen Kabul. 

As of June 1953, the bank had not acted upon thre request, waltiilg 
for a new economic appraisal of the entire program by its own staff. 
\leanw!] } ile NI Ix looked forw: ard to a re ipid de mo hilization, beginnin 


with the third quarter 1953 
VII. APPRAISAL OF THE LOAN 


By ane 1953 only $1.7 million of the $21 million loan remained, 
most of it to be spent on Kajakai Dam water-control installations. 
The dam Ss ‘gan backing up water in April, 1 vear after the Arghanadab 
Dam started to do so. Water was available along the Boghra- 
Shamalan canal system, except for 15 kilometers at its end. Concern 
remained over inadequate drainage facilities, the lack of protective 
dikes against intermittent washes, and leakages and breaks through 
the weak gypsum layers along the embankment. But by fall 1953 
crops along the Helmand would be able to benefit from summer 
watering for the first time since the time of Alexander the Great. 
Unfortunately, however, the Afghan Government had not kept pace 
with construction progress. By April 1953, it had not added more 
than 1,800 acres to M-K’s land-deve lopment contract work on 16,000 
acres for settlement, nor had it set up an adequate development staff 
to assist thousands to settle. Technical assistance under point 4 
was being supplied slowly to fill this gap. 

By July 1953, after a third inspection trip by the bank’s staff, 
was possible to reach certain conclusions which may bear on the 
bank’s approach to an anticipated Afghan request for additional 
Letter to Export-Import Bank, January 13, 1953 
Ihe goal for crop values in the Arghandab area was only $73 per acre, $65 in the Boghra area. 


lhe Afghan Helmand Valley Authority authorized M-K to spend $1 million leftover (loan funds) to 
h dikes, an additional waterway, and a service road along the Shamalan. 


build 2 suc 
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funds to finance more diversion and protective irrigation structures, 
drainage works, and accelerated settlement. 
Inadequate preparatory surveys 

The inadequacy of advance surveying was underlined by the bank’s 
November 1949*recommendation that the need for canal work and 
land development be surveyed before loan money was spent on the 
Arghandab dam. The bank deplored the lack of basic data, such as 
river-flow records to calculate the dam’s ideal height or the best water 
supply and land use. 

The lack of information about the Helmand’s lower reaches and the 
effect on users of an improved and enlarged water supply became 
evident when M-K in February 1, 1952, urgently requested the 
Government to authorize expenditures for 
* * * acquiring data as to areas and locations of existing irrigated areas so that 
computations can be made as to what amounts of water are required and where.*® 
On this information depended the proper use of water behind the 
Kajakai Dam (then halfway completed) as well as the rate and se- 
quence of land development. M-K had justified proposing a con- 
struction contract before these surveys, because it had faith in its 
empirical method and visual reconnaissance backed by its experience 
in the northwestern reclamation areas of the United States. This 
approach had found a sympathetic response among most Afghan 
officials, who disliked spending time and money on surveys. 

Cost estimates for the Arghandab works had to be drastically 
changed because of uncertainties about the extent of the cultivable 
area, the water requirements of individual crops, the status of diver- 
sion weirs and canals, and their capacity to handle more water. Not 
until after the dam was finished were enough statistics on hand to 
appraise the project’s burden and benefits. Then surveyors dis- 
covered that 156,000 (not 120,000) acres could benefit from the new 
or improved water supply. Surveys of soils and the water-table level 
even for the 120,000 acres proved inadequate to determine precisely 
the amount of land that could take additional water. The revised 
findings led in 1952 to a new proposal for developing 70,000 acres for 
river-water irrigation at a dollar cost of $6.5 million—a necessary and 
logical utilization of the Arghandab Dam. More startling was the 
miscalculation of the improved yields. In 1952 reclaimed land along 
the Boghra Canal grossed an average of $29 per acre for 125 settler 
families, equivalent to one-fourth of operating and living expense for 
a family of 5 cultivating 15 acres. In the Arghandab Valley in the 
same year crop values averaged $47 per acre.” These yields were a 
far cry indeed from the hoped-for $95 and $148 per acre, respectively, 
in the two areas, under good rotation with excess salts and water 
removed. 

The disappointing results foreshadowed the urgent need for more 
effective guidance of settlers and administrators alike, better organi- 
zation of water control, and perhaps a reappraisal of the soil’s produc- 
tive capacity. Moreover, they enhanced the value of the intensive 
aerial and topographical survey of the lower reaches of the valley, 
the results of which were to become known in late 1953. 

89 M-K attributed the lack of recognition (in early reports) of serious drainage problems to the lack of 
Government authorization for drainage analysis 


® Compared with $89 per acre estimated in 1948 for then cultivated Arghandab land. Prices of produce 
had increased since then 
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But msistence on these ultimately indispensable surveys as a pre- 
requisite for the loan might have created serious dissension within 
\fghanistan and serious doubts throughout central Asia about the 
United States Government’s willingness to help a fledgling economy 
and the ability of American engineers to build successtully within the 
framework of the Afghan made 5-year plan. In advising the Afghans 
and the bank to go through with the construction projects, the con- 
tractor and the adviser took a chance on experimental construction so 
that some show of progress could be presented to the Afghans. The 
bank, in turn pressed by the Department of State’s political concern 
over containment, took a chance on the contractor. The fact that 
subsequent international developments did not appear to justify this 
concern does not invalidate the basis for the decision not to await 
more surveys. For no one can say what would have happened in 
Afghan-Soviet relations had the bank not supported the work of 
\I-K men who were viewed by Afghans as representatives of the 
United States. Only in one respect could the Afghan Government 
have avoided the uncertainty of imsufficient surveying. Instead of 
dispersing development efforts over 20 or more possible projects prior 
to 1949, it could have confined the work to the original contract proj- 
ects and related extensions—above all the surveying of Helmand land 
and water use below the Boghra Canal 


l\fohar plan } gar / pe rson? el 
Up to December 1952, Afghan Government planning consisted of 
putting projects recommended by foreign engineers into a bie reser- 
lor future se lect Oh as resources pel nitted in the absence ol 
periodic reappraissal of the country’s resources and objective eri- 
4 for priorities, decisions on new investments were bound to 
remain haphazard During the loan negotiations it became cleat 
hat reduced sources Were not bye Hit shifted Ler rding { entrall 
determined priorities s Ibject to pi Tessronally ubstantiated at alysis 
OL liastead POLICE rivairy was permitted to ext id to com 
i) between Helmand project and private industrial projects 
lel ind foreign exchange Or long-term facto were simp! 
nimto eCeoUunt 
Miinister Madjid might have installed a planning unit, as he was 
dvised, to carry the program forward without concessions to partisan 
nterests Perhaps such a unit was not created because it was feared 
ertain prerogatives would be transferred from the Ministry to the 
new Hoa But there w: an intellectual block as well The Min 
{ ied to et » the conce}y OL 3 lannin Organization as a policy - 
coordinating unit, allocating resources—in this wav eliminating com- 
petitive bidding for limited goods, services, and foreion exchange, 
he bank mi t have made the tablishment of a planning and 
dey pment authoritv a condition of its loan Substantial roups 


oe i 1 4] 
within and outside the government would have supported the pur- 


er ( an effeetive iAnpning 3 hority. rhe b ik’ 2CtIO ni I 
provided a useful parallel.’ if the bank had worked out in tim: 

i | ' 4 ] + 
ethod of cooperation with the United States and Umited Nations 


echnical assistance missions in Afghanistan, its loan might have been 
the catalvst needed to start an Afghan planning unit 


\ ‘ le | nsi l lopment scheme—after the Haitian Government 

i pro ed to arrang rw qualified super. mn of the agricultural development program in the valley 

heb position was strengthened by the presence r many years of Institute of Inter-American Affair 

chr ns who were expected to help supervise t levelopment program See 12th Semiannual Report 
Satan a 
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This might have required a drastic revision of the bank's approach 
to financing development in backward areas. With its successful 
experience built up by loans to foreign agencies supplied with mana- 
gerial and technical skills and itself confined by legislation to “port- 
folio” loans, it could not easily switch to the approach of a “direct” 
investor who helps supply the skills and, as part owner, supervises 
the project. But the Afghan case appears to de mand av reconsidera- 
tion of this policy of the bank when applied to virtually empty areas 

Yet, had the bank used a more forceful srpmnnen hin 1949, suggesting 
specific measures of organization of, and sources of canes. for, the 
needed skills, it might have exposed itself to criticism of intervention 
ism and might have hurt the sensitive pride of some Afghan leaders. 
From mid-1953 on—after a sobering experience—the bank would 
on firmer ground if it took on responsibilities beyond those of a mere 
moneylender. 

One of the greatest handicaps in the program was the lack of 
adequately trained Government personnel to coordinate governmental! 
and private services and properly time the development program 
Apparently the Minister hoped he could himself correct planning 
defects as work went forward. He was unaware of the fact that the 
need for continuous review of the program's feasibility and its adjust 
ment to changing economic conditions required services beyond the 
technical competence of his Government. 

Toward the end of 1952 a substantial number of American Gov 
ernment officials had convinced themselves that the Helmand project 
was headed for the worst if left alone, i. e., if deprived of the kind of 
assistance which could help the Afghans deal with political faction 
alism, personal favoritism, shortsightedness, and inefficiency. Sine 
the Afghans had stamped the Helmand project as an American ven- 
ture, there should have been no hesitation about importing qualified 
administrators into the Helmand as part of the loan even though this 
step might depart from routine monevlendi Oo 

The role of the adviser himself provides a footnote to tl probien 
of Afghan planning. His contractual obligation with the Minist 
made him available for continuous and intensive association, in the 


course of which he might have influenced the mission’s economic 
thinking. But he was not invited to analyze the pressing collateral 
social and international problems as he saw them arise in all thei 
ramifications. Instead he was asked to produce specific solutions for 
correcting defects in planning and economic reasoning as the work 
went forward. Under the circumstances he could hardly transfer the 


techniques for producing such solutions. He had little impact outside 
the joint prepare ition of the Econom Report and the final eredit 


application. To trace this wasteful use of a foreign adviser to slowly 


changing attitudes toward foreigners and their historical roots would 
take too much space. The fact that many experts within Afghanistan 
served to little better purpose was observed by one United Nations 


economist who wrote in September 1950: 


Experts have frequently been played off against one another as gladiators ol 
techniques, with the Ministers and other political figure 
These contacts have obstructed action on the part of tl 
All (foreign experts) are bitterly dianetie fied with the failure to utilize 


their services. 
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But there was more than rivalry of bureaucrats: technological prob- 
lems posed by Afghanistan’s topography, resources, and limited funds 
gave rise to serious differences of approach among western technicians 
and experts. 

The lost opportunity: Industrial progress 

The initial decision to support exclusively agricultural projects 
reflected the bank’s concern over Afghanistan’s pressing food problem. 
Was that decision justified at the time and vindicated subsequently? 

Once the bank had limited itself to agriculture, Minister Madjid 
pushed ahead independently on the industrial front. In 1950 a 
German firm started the Sarobie power project; near Kabul 15,000 
additional spindles were ordered from Kurope for the old textile 
plant, and contracts were signed for a new textile plant with a spinning 
capacity four times as large. Thanks to high world prices, northern 
cotton production reached 12,000 tons in 1951 and 7,000 tons were 
exported. Coal and cloth production also increased. 

The bank’s economist in 1952 predicted larger and quicker foreign 
exchange returns (starting in 1957) on the new industrial projects 
than on all the irrigation projects. Viewing a limited amount of 
industrialization and roadbuilding as essential to balanced develop- 
ment the economist concluded: 

The projects themselves have been sensibly chosen and are precisely those 

which seem called for at this stage of Afghan economic development. * * * The 
overall plan is unusual in that there are few if any prestige items or grandiose 
schemes befitting a much later stage of economic development.” 
If the maximum outlay of foreign exchange occurred before repay- 
ments began, the bank’s economist considered a simultaneous advance 
on the industrial and agricultural fronts justified, since the industrial 
program in the north assured quicker profits and therefore more 
money for investments elsewhere. At the same time it seemed to 
the bank that expensive agricultural investment in the southwest 
had been a political necessity, internally and externally. As a test 
of successful cooperation between the West and Afghanistan, the 
completion of the work started by the American contractor under 
unhappy circumstances called for support. Moreover, the gamble 
on the uncharted agricultural resources of the southwest seemed 
justified, in retrospect, if it could open the way (1) to a permanent 
increase in the country’s food supply, (2) to the settlement of a por- 
tion of the wandering nomads looking for a more stable livelihood, 
and (3) to the exploitation of the easily accessible export markets in 
nearby Pakistan. 

Perhaps the bank should have financed small industries supple- 
menting the Helmand-Arghandab agricultural program; for instance, 
hand looms for cottage industry and mechanical spindles for the 
Textile Co., cutting down the need for imported textiles. Inexpen- 
sive short-term projects like these, along with the longer-term recla- 
mation investments might have added up to more money than the 
bank considered it wise to lend. But the larger sum might have 


*% Export-Import Bank Mission to Afghanistan, Economist’s Report, June 26, 1952. No invidious com- 


parison with the bank’s early examination of the overall plan is intended here. The first examiner did 
not have the advantage of personal observation. The economist quoted above was not with the bank 
when the loan decisions were made It should be noted that in September 1950 the United Nation’s first 
economic adviser in Afghanistan had warned that the plan would be unbalanced and exposed to the risk 
of failure if all the foreign loan went into irrigation and nothing into mining, manufacturing, and service 


industries. See Annex VII. a. of U. N. Technical Assistance Mission Report, October 1950. 
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carried a lower risk factor for every dollar committed than did the 
smaller sum. In July 1953 it looked as if the bank would have to 
add to the original loan for precisely that reason 

It must be recognized that the bank’s financing of agricultural 
programs had a substitution effect Da Afghanistan Bank, relieved 
of exchange expenditures for the agricultural programs, could sell 
$11.5 million in foreign currencies for industrial projects during 1950 
and 1951, more than 10 times the amount sold for such purposes in 
1949. This effect was a gratuitous happy coincidence since world- 
wide price rises for certain agricultural products after 1950, in com- 
bination with short-term credits from Europe, helped the Minister's 
private investment program. But not directly financing any part of 
the industrial program, the bank had bypassed a good opportunity to 
earn itself some public recognition among Afghans for promoting 
quickly maturing investments to which it contributed indirectly, tf 
unwittingly. 

As long as the bank had given agricultural projects such a high 
priority its staff should have followed up the warnings of its engineer 
in 1951 and attempted to direct the Government toward some sbort- 
term investments through which food production could be increased 
with relatively litthe money and administrative effort, to run con 
currently with the long-term dam and canal projects. As United 
Nations farm techicians demonstrated late in 1950 and early 1951] 
simple changeovers to better tools, seeds, and application of fertilizers 
(tested since 1948 by M-K’s agronomist) couid have boosted crops 
(and exports) on the old acreages between 20 and 80 percent in 2 to} 
vears. Widespread use of the new methods would have required some 
foreign-exchange expenditures. The bank’s money for this purpose 
might well have gone into salaries of American extension leaders and 
trainers, and equipment and material for agricultural stations and 
demonstration centers in the major agricultural regions 

In the absence of a point 4 program in Afghanistan and in view of 
the failure of the U. N. Technical Assistance Mission to interest it- 
self in the Helmand projects, the land development phase should have 
been included in the projects approved by the bank, requiring either 
an extension of the M-K construction contract or a separate contract 
with another organization. The Government, the contractor, and 
Helmand Valley settlers would have benefited from this type of pro- 
gram, from 1950 on. As matters stood in July 1953, it became the 
responsibility of point 4 agencies in Washington to expand their small 
force to handle the soil and water problems of thousands of settlers 
waiting for expert assistance. 

Repayment ability 

Perhaps certain other factors related to repayment ability should 
have been given more weight. As the repayment terms will work out, 
about $2.3 million plus interest on the balance outstanding will have 
to be paid each year, seemingly leaving a margin wide enough for 
future developments, for 9 years starting in 1956. But disappoint- 





% Significantly, M-K’s first recommendations in its report on Development of the Helmand Valley 
December 1947, put improvement of agricultural methods ahead o wrizatior water supply and 
reclamation of new lands. This order of priority was subsequently vend 

% As discussions about the second loan got under way, the bank seems to have accepted a more compre 
hensive approach and insist on a satisfactory organization of the human resources fora project before under- 


taking financial responsibility for its dollar cost. See also press release on the loan to Haiti, April 23, 1951 
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ing developments since the loan was granted have thrown new light 
on the relative size of this burden. Need has developed for unfore- 
seen postproject investments (without which the first investment 
could not pay off) and for further dollar outlays on replacement parts, 
fuel, supplies, and engineering services. 

Moreover, the 1952 karakul production was the smallest on record; 
1952 exports to the United States had slumped to less than two-thirds 
of the 1951 value. Skin shipments in the first quarter of 1953 were 

again 20 percent below the previous year. With imports remaining 
high _ official dollar reserves were at a mere $1.5 million on March 31, 
1953. Whether this means that a substantially smaller proportion 
of total foreign exchange can be spent on investment in the future 
than has been in the past, making investments like the recent ones 
of the private group difficult if not impossible after 1956, would 
seem to depend on the recovery of the karakul market in New York 
(of which there was no sign in mid-1953) and/or the further expansion 
of raw-cotton exports above the remarkable 8,000 tons reached in 1952 
and the solution of the wheat deficit crisis. The fact that the Afghan 
Government could not spare $1.5 million to buy 10,000 tons of flour 
to supplement the reportedly poor 1952—53 crop and had to ask for 
this sum under the United States Mutual Security Program illustrates 
the precarious status of its foreign exchange position. 

‘This raises the question whether the bank selected the most appro- 
priate terms for the loan. Here the bank ran afoul its subtle distine- 
tion between loans to single-asset borrowers like private entrepreneurs 
and multiasset loans to public agencies. In the I: atter case the bank’s 
terms generally do not reflect the particular project’s economic payout 
schedule but rather the borrower’s general ability to repay in foreign 
exchange. In the former case it ordinarily has no other choice but to 
follow the payout schedules. In the case of Afghanistan’s nearly 
single-export-crop economy, this distinction became academic. 

The Government’s financial capacity was determined, as events to 
mid-1953 indicate, by one asset alone, karakul. Hence it could have 
qualified for either of two treatments. It could have been given the 
terms available to a privata body relying on the project’s exchange 
earning capacity as the exclusive determining factor. Such terms 
would have been similar to the repayment terms offered to settlers on 
Federal reclamation projects (up to 40 years) in the United States. 
(This in fact had been suggested by M-K’s president.) Or, if the 
bank wanted to rely on the New York market value of Afghan karakul 
as the oe of the country’s repayment capacity it should have 
been guided by a sober appraisal of that market, not by the exag- 
gerated soueuien of Minister Madjid. In retrospect, the proposal of 
the Afghan Government for an 18-year repayment schedule appears 
more defensible than the bank’s own 15-year schedule. The 23-year 
schedule granted Haiti for its Artibonite Valley project might have 
been still more appropriate. 

Also, too little attention was paid to the costs burdening settler 
and his family. Although settlers had to have some money or imple- 
ments of their own and the Government was ready to loan money for 
a house and some tools, the need of the settlers for funds to improve 
farmsite installations was overlooked. Additional credits and govern- 
ment work became inevitable, taxing the Government’s ability to 
purchase exchange for servicing the loan. 
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Economic rivalry in the development program 

Political differences within the Government (between the group 
closely linked with the royal dynasty and the mercantile-financial 
business interests) tended to overshadow what was perhaps a more 
significant conflict in economic policies. One of the major factors 
giving rise to increasing tension had been the marked increase in 
private capital concentrated in the hands of a few persons and families 
whose personal fortunes rose (accompanied by some conspicuous con- 
sumption). Much of the new capital investment in textile, sugar, 
power, transportation, and mercantile undertakings had followed 
from an accumulation of profits over a period of inflationary price 
rises. The incentive to invest and reinvest in fixed assets was high, 
as their monetary value promised to rise along with the general price 
level. Voluntary savings of the people at large—to the extent that 
they existed—did not contribute much to these investments. 

The absence of many small savers induced the stock companies and 
proprietary businesses to rely on undistributed profits as a source of 
finance. In order to accumulate sufficient amounts, they raised 
prices, thus incurring public ire. Occasionally, when the rate of gen- 
eral price increases over a year exceeded the interest rate, these funds 
were used for speculation in commodities rather than investment, 
generating further dislike of the profiteers. Occasional Government 
efforts to restrain business no doubt had popular support. But mere 
restraint of profiteers could not be equivalent to taking over invest- 
ment functions unless the Government increased its own investment 
To do so the Government would need more money quickly—and an 
investment philosophy to go with it. Tax rates and revenues had 
increased and Government investment funds had started flowing 
faster, but not fast enough to substitute for the large profits continually 
accruing to the business group. Moreover, the latter was more con- 
tinuous in its efforts and consistent in its policy. The Government 
proceeded in 1951 to take over some private monopolies and thereby 
created considerable uncertainty in the private segment. As long as 
that segment did not transfer its earnings overseas or hoard them or 
play the black market, and as long as the Government could not 
command enough managerial talent to run all economic development 
on its own, it had to cooperate fully with the private group. 

There was growing Government recognition of two facts: (1) By 
progressive taxation on distributed profits (and a low one, or none, on 
undistributed ones) and by a large inheritance tax, the dislike for 
profiteering enterprise could perhaps be reconciled with rapid capital 
formation; (2) the political and social danger of economic stagnation 
(for lack of investment) was greater than the political and social dan- 
ger of a perhaps heretic opposition to a mismanaged government 
controlled by a well-entrenched dynasty. 

The political dynamics of lending money 

The loan had a strong impact on the power position of the two rival 
groups. It could not have taken long for the bank and the State 
Department to realize that in a country where political power is 
divided between two groups only, economic support from abroad must 
of necessity be equally polarized. Foreign financial aid for a devel- 
opment project, particularly from a country whose technological and 
economic achievements had earned itself much goodwill and respect 
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in the Middle East, bore on the political prestige and social power of 
the groups directly benefiting. Thus, a decision to lend money in 
Afghanistan was also a decision to lend political support to the bor- 
rower, Whether or not this was intended by the lender. 

The bank was not directly concerned with the internal political 
aspects of projects submitted for financing. But the State Depart- 
ment should have been able to relate the bank’s selection of projects 
to the political repercussions. A loan confined to public works proj- 
ects could only have the effect of strengthening the position of the 
Government and the group running it. Rejection of Minister 
Madjid’s industrial projects meant denial of recognition to a group 
that could effectively preach and carry out a deve ‘lopme nt philosophy. 
This group perhaps deserved the kind of support the rising bourgeoisie 
in France in the 18th century needed and obtained in order to over- 
come the obsolete mercantilistic economics of the French monarchy. 

Under circumstances prevailing in Afghanistan that was 1 more 
reason for the bank to accept at least 1 industrial project for financ- 
ing. Closer cooperation with State Department and American Em- 
bassy officials in Kabul might have given bank officials the necessary 
political insight. The result would have been not only a quicker 
dollar return but also a more balanced distribution of its indirect 
political support among more groups. 

Krom the angle of international politics, a serious question may be 
raised about the relationship of the loan to the Helm: and River Delta 
Commission’s iindings on Iran-Afghan apportionment of delta water. 
The latter should have prece ded bank authorization for financing the 
Kajakai Dam and diversion facilities. The serious results of this lack 
of coordination became evident when 1952 aerial surveys revealed less 
potential Afghan upstream acreage, the Commission having already 
found Iranian delta acreage served by the Helmand much higher than 
estimated. As the Kajakai Dam neared completion, it became clear 
that the dam would benefit the Lran-Afghan Helmand delta as much 

s it did Afghanistan’s upstream benches and tablelands. So an 
Afghan-Iranian agreement became essential to proper Helmand 
development. 

It would be easy to proceed with a listing of the many constructive 
contributions made by the men at both ends who have made the loan 
to Afghanistan the limited success it is. Those who wish to draw 
lessons from it, however, will be more attracted by the omissions and 
defects in the approach of the Afghans, M-K, the bank, and the ad- 
viser to Afghanistan’s financial troubles. It would be futile to search 
for a weakness common to them all. To say the Afghans generally 
suffered from inadequacies in economic training, inefficient adminis- 
tration, and lack of staff would be misleading, since these obstacles 
did not impede the progress, albeit costly, of the private business 
group. Better use by the Government of those already trained and 
a more determined effort to train more might have provided part of 
the answer, 

On the other hand, M-K, the bank, and the adviser could have 
insisted on certain decisions and measures as conditions for launching 
the projects with American Government funds. Surely, some mis- 
takes could have been avoided by a more intensive exchange of views 
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List oF Documents CONSULTED 


‘To avoid the citation of reports of the Afghan Government, United 
Nations, United States Government, Morrison-Knudsen Co., and 
other references in footnotes, the following list of documents used by 
the author serves as a substitute guide to the primary sources. 


1. Afghan Government documents: 
Minister of National Economy: Afghanistan’s Economic Development and 
Her Current Difficulties, Washington, February 1949 
Royal Government of Afghanistan: Credit Application from Export- 
Import Bank of Washington, Washington, August 1949 
Ministry of National Economy: Eeonomic Facts of Afghanistan, New 
York, November 1949. 
Ministry of Finanee: Die Handelspolitische Situation Afghanistan’s zum 
inde des Jahres 1328 (1949/50), Kabul, 1951 
Ministry of National Economy: The Current Financial Position of Af- 
ghanistan, New York, 1950. 
United Nations Delegation of Afghanistan: Statement before Committee 
II of Fourth General Assembly, October 1949. 
Minister of National Economy: Memorandum to Export-Import Bank, 
June 1949, 
Minister of National Economy: Memorandum to Export-Import Bank, 
October 1949 
Ministry of National Economy: Textile Development in the Kingdom of 
Afghanistan, November 1948. 
Embassy of Afghanistan (Washington, D. C.): Agreement with Export- 
Import Bank, April 21, 1950. 
Letter of application for additional credit, January 12, 1953. 
Helmand River Delta Commission: Report, Washington, 1951. 
Economie Advisor: Daily Reports to the Delegation of Afghanistan at the 
Havana Conference on Trade and Employment, March 1948. 
Correspondence with Minister of National Economy, 1949-1950. 
Plan for Developing Agricultural Resources in Helmand Valley, no date 
probably December 1950). 
2. United States Government documents: 
Export-Import Bank: Engineers’ Report, March 1951. 
Eeconomist’s Report, June 1952. 
Engineers’ Report, June 1952. 
Correspondence file, April 1948 to August 1952. 
American Embassy, Kabul: Annual Economic Report for 1951, May 1952. 
Dispatches May 15, 1951; October 4, 1951; October 24, 1952; 
April 22, 1953. 
3. United Nations documents: 
Technical Assistance Board: Reports of the Resident Technical Assistance 
Representative, March 1951 to January 1953. 
Technical Assistance Administration: Guidance and Instruction File for 
Experts sent to Afghanistan, 1951. 
Correspondence file, Head of the Mission, March to September 
1950. 
Reports of the Head of the Mission, August-September 1950. 
Economie Expert, Reports and Correspondence, May 1951—March 
1952. 
Economie Aspects of Development of Afghanistan, New York, 
1952. 
4. Documents of the Morrison-Knudsen Co. (all issued in San Francisco): 
Contract with the Government of Afghanistan, April 19, 1950. 
Report on the Development of the Helmand Valley, December 1947. 
Soils and Agriculture of the Arghandab Valley, March 1948 
Kajakai Project and Its Relation to the Development of the Helmand 
Valley, January 1949; revised, July 1949. 
Report on the Development of the Arghandab Area, January 1949; revised 
July 1949. 
Supplemental Report on the Development of the Arghandab Area, March 
1950. 
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teport on Five Years of Agricultural Work in Afghanistan (by F. O. Youngs), 
July 1951. 

Monthly Progress Reports, September 1948 to December 1950. 

Quarterly Progress Reports, January 1951 to June 1953. 

Memoranda to Royal Afghan Commission for M-K Projects, February 2, 
1952; April 4, 1952; September 7, 1952. 

Agricultural Phases of the Afghanistan Irrigation Development Program 
(by C, L. Fly . September 1952. 

Yecommendations for Land Use and Land Settlement * * * (by C. L. 
Fly), November 1952. 

Supplemental Contracts Nos. 1, 2, 3, 4, (December 1950 to July 1951 

Interim Agreement with Government of Afghanistan, September 1952. 

Memoranda on Future Programs in Afghanistan, August—-October 1952 

5. Additional bibliography: 

Harold G. Josif: Political Stability on the Northwest Frontier of South 
Asia, mimeographed, Foreign Service Institute, 1951. 

V. Cervin: Problems in the Integration of the Afghan Nation, in Middle 
East Journal, autumn 1952. 

S. M. Shah: Trade with Afghanistan, Kabul, 1947. 

A. C. Jewett: An American Engineer in Afghanistan, Minneapolis, Univer- 
sity of Minnesota Press, 1948. 





